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ABSTRACT

w
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ARG E TN Vo -

An evaluation of ‘Sthe award fee determination process in
Cost-Plus-Award-Fee (CPAF) contracts s -conducted/in an
attempt to improve the process. Improvements are needed and
are possible. In analysis of pre-award activities and the
developwent and structuring <¢f contract elements which
inZluence the award fee determination process 1is first
conducted. These elements and activitiles include the formu-
lJation of the base fee, determining how the award fee pool
is used, formulating the evaluation criteria, determining
the length of the evaluation period and, development c¢f an
appropriate formula to compute the fee, The second step
involves contract administration functions in terms cf eval-
uation and fee determination [frocedures. Included 1is an
examnination ol the Peilormance Evaluation Doard compositiocn
and proceedings as well as the role and anuthority of the Fee

Determination Official. Finaily, an examination of data for

trend analysis 1is conducted and coacludes that award fees
are generally too high.-{ .-
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I. INTRODUCTION

A. STATEMENT OF THE PROBLEHM

This thesis will focus on the evaluation of the award
fee determination process in Cost Plus Award fee (CPAF)
contracts. The coenceptual framework for CPAF contracts was
formed in the 1late 1950's and early 1960Q's. The Navy was
one of the first Agencies to use CPAF contracts in the early
1960's. Because the award fee deteraination is subjective ,
unilateral, and post rerformance decision on the part of the
Government, the awouni of the award fee and the process by
whicii the award fee is deterained is subject +to c¢riticism
from internal Navy sources, Congress and industry. An
attempt will be made to evaluate the award fee determination
process to explore how it might be improved in order to

ensure the Government pavys a "fair and reasonable" price.

B. OBJECTIVES AND RESEARCH QUESTIONS L

The objective of this research effort is to study and S

evaluate the avard fee determination process in major weapon R
systems acquisition in an attempt to improve the process. O
L.

o

LN
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The research questions which, if answered, would achlieve
i' the objective are as follows:
A 1. Primary gquestion:

What are the key <characteristics of the award fee
K determination rrocess under CPAF contracts for major
weapon systeus and hecw might this process be
improved?
:i 2. Subsidiary gquestions:
a) What are the basic concepts and assumptions in the

award fee determinaticr process?

- b) What are the key criteria wused to evaluate

contractor performance and how have these criteria

oo~
; Feen utilized?
| ¢c) What are +the significant ' issues and problems in
ig contractor performance evaluation?
;i d) What guidelines ure used by the Fee Determination
ii Official in determining the gquality of contrac-
;a tor's performance and amount cf award fee?
A ¢) ¥hat input does the contractor have in the award
j_ fee Jdetermiration process?
f) What modifications should be made to improve the
fee determination process?
"' g) How are funds utilized wihich remain in the "award

fee pool" after the award fee determination deci- o

sion is made? o

-
1
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1]

h) The amount of the award fee is limited by the size
of the award fee pool. In measuring the award fee
as a percentage of the award fee pool, what

trends, if any, are evident?

C. SCOPE

This thesis will evaluate the award fee determination
process and award fee concept as used with CPAF contracts in
major weapon systems acquisition within the Department of
the Navy. While many topics could be discussed concerning
CPA® contracts, this thesis will focus only on the award fee
determiration process in structuring the award fee in the
CPAF contract and in the prcper administration of the
contract. This process will Le examined in detail in arn

attempt to make recompendations for improving the process.

D. STUDY LIMITATIGHNS ABD ASSUMETIONS

The research will be limited by the accessability of

data available from the academic environment, Naval Material

Command, Naval Air Systems Command, Naval Sea Systems
Command, and the willingness of private contractors to
cooperate.

The following assumptions have been made in the reseaxch

PLocess:

14




1. That the original decision to use a CPAT contract was
proper and that the contract type for the the partic-
ular situation used is not to be addressed.

2. That the contracts selected for examination are
representative of the total CPAF contract population.

3. That the findings and recommendations are agpropriate
for other Agencies to ccnsider and are not strictly

Navy oriented.

E. HMETHODOLOGY

The 1literature concerning the development and use of
award fee contracts, specifically CPAF contracts, is exam-

— 1 = 2 -~
ined in this th

thesis. Securccs for this literature were
General Accounting Office audit reports, Defense Logistics
Studies Information Exchange, Air Force Business Research
Management Cent:r, Naval Postgraduate School library, and
the Administrative Scicnces Department library.

Interviews Were conducted and data obtained from
personnel in the following positions and for the following
purposes:

1. Fee Determination Officiais to examine the decision

making process used to determine the amount of the

award fee, management of the award fee pocl, review

inputs received from Performance Evaluatior Board




memters, and gain insight into the degree of accept-
ance of the award fee contract.

2. Members of Performance Evaluation Boards to examine

their level of acceptance and assumptions inherent in
the award fee process.

3. cContract policy staff members at the Assistant

Secretary of the ©WNavy and Naval Material Ccnmand to
evaluate major factors, characteristics, and kasic
concepts of the award fee process.

4, Contractor representatives to gain insight into

contractor's views toward the award fee process.

Data frcm eighteen CPAF contracts representing four
different Project Offices was ortained <for review and anal-
ysis. The approximate total cost estimate for these
eighteen contracts exceeded 32.271 billion. These data weré
provided to the researcher Ly evaluation period, and
included the amount of funds available in the award Zfee pool
to be awarded during the evaluation perind and the amount
actually awarded. Included in the eighteen contracts were

117 individual evaluation periods from which trend analysis

will be conducted.




%

F. ORGANIZATION

The first half of this research effort is designed
around wkat is available in the 1literature. Chapter 1II
presents some historical backgrcund of CPAF contracts; the
conceptual framework as seen in the literature covering the
elements of an award fee contract, +the evaluation criteria,
and the award procedures; follcwed by tane applications and
advantages as well as disadvantages of CPAF contracts.
Chapter III is designed to give the reader some background
on using profit as a motivational tool. If award fee
contracts are intended to motivate the contractor, then it
behooves Contracting ©Officers and others interfacing with
the contractor to understand the driving forces which moti-
vate the contractor.

The second half of the thesis resulted from conducting
interviews and gathering data from the various individuals
contacted. Chapter IV addresses the concerns and elements
used when structuring a CPAF contract. These are pre-award
concerns which the Project Manager and <Contracting Officer
would want to address in formulating the contract ard
submission for a pre-business clearance. Such elements as
the base fee, award fee pcol, e€valuation criterjia, evalua-
tion pericd length, and fee coeputatiorn formulas are

discussed. Chapter V¥V addresses the 1issues and concerns

17

L T A T




e — -

involved with administering CPAF contracts. Items of
interest include the Performance Evaluation Board composi-
tion and proceedings, as well as the role and authority of
the Fee Determination Oificial. Chapter V zoncludes with an
examination of trend analysis of award fees from data qath-
ered during the course of research interviews.

Chapter VI is dJdesigned to summarize the research by
reaching conclusions, making research recoammendations,

responding to the research questions, and making reccmmenda-

tions for further studf.
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A. INTRODUCTION

The Cost-Plus—-Award-Fee (CPAF) contract is a member of
the family of cost-reimbursable contracts with special fee
provisions. CPAF contracts are characterize.d by the unigue
method in which the amount of the coentractor's fee is deter-
mined. Generally, an award fee is an incentive that can be
paid by the Government to a contractor. The objective of
the award fee provision clause in a contract is to encourage
the coptractor to surpass the minimumr acceptable performance
standards established for certain areas that are described
by what is referred tc as the "evaluatior criteria." A CPAF
contract provides a means of applying an incentive to
contracts which are not susceptible to a fipite measurement
of performance necessary for structuring ao0ost incentive
contracts, and as such, reJuire a subjective evaluation.
The fee estakblished in a CPAF contract consists of two
parts. The first part is a base¢ (or fixed) fee. Awvard fee
guidelines allow the contractor to receive a base fee which
does not vary with contract performance. The size of the

base fee will be discussed later in this chapter. An award




fee contract also provides for a maximum fece. The differ-
ence between the maximum fee and base Iee is referred to as
the "award fee pool."™ The amount of the pool awarded to the
contractor 1is <contingent wupon the 1level of contractor
performance during a pre-specified performance period,
usually three to six months. This award amount is intended
to provide motivation for the ccntractor te excel in various
areas of contract performance such as gquality, timeliness,
ingenuity, and cost effectiveness. The amouat of award fee
avarded to the contractor may e all that is available in
the award fee pool or only a rpart of that which 1is avail-

able. The exact amount is based upon a subjective evalua-

]

tion of the quality of the contractor's performance. judged
on the bbasis of criteria originally included in the
contract. The award fee is determined by the Govermaent
representatives ia a unilateral decision, which is &rnot
subject to the Disputes Clause of the contract [Ref. 1].

The purpose of this chapter is to 1introduce this rela-
tively new type of contract Ly reviewing thne historical

background, the conceptual framework necessary for struc-

turing a CPAF contract, situations/conditions under which

CPAF contracts are appropriate for use, and advantages and :ﬁ;

disadvantages of CPAT contracts.
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B. HISTORICAL BACKGRCUND

Variants of award fee provisions were first implemented
in TFederal Government aircraft maintenance and overhaul
contracts during the late i930°s ([Ref. 2]. Duriny the
period 1958 through 1961, Professor Frederic M. Scherer, otf
Harvard University, participated as a faculty team member in
the Weapons Acguisition Research Project which was commis-
sioned by the Ford Foundation to explore the relationship
between industry and the Govermment in weapon systems acqui-
sition, Professor Scherer was the first to publish recom-
mendations for the wuse of wAfter the Fact Evaluation in
Profit Determinatior™ in 1962. It was his belief that award
fee provisions would be particularly wuseful in the research
and development (R & D) phases of major systems acJuisition
programs where determining costs, product gquality, and
schedules in advance of perfecrmance was difficult [Ref. 3].
As such, in this researcher's orinion, Professor Scherer may
well be considered the "father of CPAF contracting."

In addition to Professor Scherers' work, several other
independent planning actions were considering the use of
award fee contracts during 1961 and 1962. Both the Navy and
National Aeronautics and Space Administration (NASA) vwere
negotiating award fee contracts in. 1962 [Ref. 66 1. NASA is

actually credited with being the ploneer in CPAT




contracting. The Navy's logistic support contract for oper-
ations at Kwajalein Island, effective in July 1962, combined
a cost-plus-incentive-fee (CPIF) arrangement for cost
control with an award fee provision for a subjective evalua-
tion of staffing control, persornel turnover, and quality of
performance [Ref. 5]. on 1 DMarch 1964, the U.S. Navy
Purchasing Office, los Angeles, awarded the Navy's first
pure® CPAF¥ contract for operation and wmaintenance of
instrumentation systems and test range facilities [Ref. 6]

In addition to the Navy, NASA also played an active
role in the development of CPAF contracts. The Goddard
Space Flight Center first negotiated a CPAF contract
covering operation, maintenance, and engineering services
for the Mercury Manuned Space Flijht Neiwork. Although this
was the first CPAF ccntract negotiated, it did not become
effective until 1 January 1963. NASA's first CPAF contract
to actually be awarded was dated 1 October 1962. This
contract was negotiated by the Space Nuclear Propulsion
Office, Cleveland, Ohic, and covered research and develop-
ment efforts for a Nuclear Iowered Rocket Engine(NERVA)
[Ref. 7].

The Armed Services Procurement Regulation Committee
originally approved the use of CPAF contracts for experi-
mental purposes within the Department of Defense (DOD) in

1963 [Ref. 8]. It is not clear to the researcher how the

22
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Favy was able to award a ccntract for the support of
Kwajalein Island with award fee provisions in 1962; it may
have been an individual Armed Services Procurement
Regulation (ASPR) authorized deviation with the ASPR
committee later deciding to aliow a class deviation for
everyone on an experimental basis, bhowever support for this
theory could not be fouud. At first, use of CPAF contracts
were thought to be viable only in level-of-efiort type
contracts; with the first five applications o©f CPAF
contracts under the test used for procurement of technical,
engineering, and support services [Ref. 9]. The Navy
expanded use of CPAF contracts within two and one-half years
following the test approval to include the procurement of

research and development, mnaval architectural design, aud

‘construction [Ref. 10]. The tresearcher Lelieves that this

expansion by the Navy of CPAF contract use into the area of
research and development may ke directly attributable to
Professor Scherer's earlier work in this area.

During the first four years of experience with award fee
provisions, a total of 140 DOD and NASA contracts, valued in
excess of $1.1 billion, were awarded to nearly 90 civilian
contractors [Ref. 11]. While NASA and all DOD Agencies
(Departments of the Army, Air Force and Navy) used CPATF
contracts in the early years, the Navy and NASA appeared to
be the pioneers and made the most extensive wuse of this

contract type.
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The CPAT contract is gaining acceptauce witanin both the
Government and industry. During Fiscal Year (FY) 1982, CPAF
contracts were used in one--half of one percent of all DOD
contracts in excess of $10,000, which also represents 3.5
percent of net dcllar value of TY 1982 contracts.
Additionally, in TFY 1982, CPAF contracts represented 7.4
percent of the net dcllar value of all Navy contracts. CPeAT
contracts as a percentage of total numbers of contracts in
excess of $10,000 used by the Navy was 1.5 percent in FY1982
(Ref. 12]. The differences between the percentayges indi-
cates that the award fee contracts represented a larger
dollar value than the average ccntract.

According to the DOD and NASA Ipncentive Contracting

Guide, "the objective of an 1incentive contract is to moti-
vate the contractor +to earn moie compensatiou by achieving
better performance and controlling costs" {[Ref. 13]. The

NASA Cost Plus Award Fee Contracting Guide dindicates that

experience has shown that CPAF contracts have generated
tangible beneficial and wmotivational responses, both from
Government and industry. Communications, in particular,
have become more effective between the Goverament and the
contractcer. in addition, the CPAF concept has demanded and
has resulted in inproved definition of tasks (Statement of
Work) ; both Government and industry have used CPAF proce-
dures as mapagement tools to communicate to supervisory,

administrative, and operating levels [Ref. 14].
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Since its conception in the late 1950's and early
1960's, use of the CPAF concept has Jrown to represent a
poverful management tool. The researcher belicves tnat the
increase in use of CPAT contracts, to 3.5 percent of the net
DoDp dollar value for FY 1582 contracts, dindicates that
industry has begun to accept the subjective evaluation

process inherent in the concept.

C. CONCEPTUAL FRAMEWCRK

¥ow that we have examined ltistorical development, how is

a CPAF contract structured?

1. Elements of an Award Eee Contract

——

In its simplest form, a CPAF contract will contain
the following elements: estimated cost, base fee, maxioum
fee, award periods, and evaluation criteria.

Estimated costs shoula ke negotiated on a <fair and
equitable basis between the Government and contractor, and
should represeunt the best estiwmale of whalt aclual costis will
be upca completion of performance. Estimated costs are
analogous to target costs in a CPIF contract.

The base fee is the ninimum dollar awmcunt of fee
~that a contractor can earn on a CPAF contract and may in

fact be zero. The base fee 1is designed to provide the
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contractor with an adeyguate fee for perrforming to the
pinimum standards. As such, the base fee is synonymous with
the wminimunm fee on a CPIF contract. However, thz DOD
Supplement +to the Federal Acguisition Regulations  (FAR)
limits the amount of the base fee to three percent of esti-
mated costs [Ref. 26 ].

As nentioned earlier, +the difference bhetween the
tase fee and maximum fee is called the award fee pool and is
that amount available for awaid to the coatractor on the
basis of the results of pericdic evaluations. The award fee
pool should be allocated to the evaluation periods in
proportion to the level of effort expected to be reguired
during eachk pericd.

The maximum fee can be described as the base fee
plus the amount in the award fee pool. The controlling
requirement limitinyg the size of +the maximum fee is the
regulatory limitation that this fee will not exceed the
statutory limitation on  cost reimbursement contracts;
ramely, 15 perceal of target (estimated) c¢osts for rescarch
and development efforts, six gercent for architectural or
engineering services related to public works functions, and
10 percent for all other types cf contracts [Ref. 27]. This
means that if the minimum £fee 1is established at three
percent (the maximum allowed), +then the award fee amount is

limited to 12 percent of estimated costs for research and
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development efforts, three [percent for architectural or
engineering services, and seven percent for all other types
of contracts.

The award periods must be long enough to cover
sufficient werk to enable a reasonable base upon which to
develop the evaluation, but shert enough to allow feedback
to the contractor during performance. An evaluation period
of three months may be too short to Jjustify in that the
increased administrative effort necessary to make the evalu-
ations becomes too much of an administrative burden. An
evaluation period of a four or six month length may be more

appropriate.

2. Dstablishing the Evaluation Criteria

The evaluaticn criteria and standards for making the
award are the basis for the ultimate avard. The evalnation
criteria set forth the elements of the contractor's perforn-
ance which will be used by the Government in determining the
awvard amount. The greatest challenge with a CPAT contract
lies in the quality of the evaluation criteria structure and
the rating plan. The importance of a well-defined, well-
written evaluation plan cannot be over-emphasized. The
evaluaticn c¢riteria should identify the weighting of various

factors and include guidancé as to the level of performance

required for specific ratiang levels. The DOD Supplement to
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the FAR requires that the evaluation criteria be included in
the contract [Ref. 28].

While the evaluation c¢riteria must be fully under-
stood by the contractor, the selection of criteria is not a
subject of negotiation in some agencies. The fipnal selec-
tiou is a unilateral decision by some Government Agency
negotiators {[Ref. 29]. The advantaje of the unilateral
issuance of evaluation criteria is that they can be changed
by the Government during contract performance if it becomes
necessary, in the Government's opinion, to redirect the
contractor's emphasis.

In general, +the evaluation criteria should be fair
and reascnable measures of perfcocrmance in key areas. They
should also be flexible to enalle adaptation to a changing
environment while continuing tc motivate the contractor to
improve performarnce.

Performance criteria in award fee contracts muct be,
by definition, subjective. Tc properly choose appropriate
pertormance criteria, it is necessary to couwmaud a thorough
knowledge of both managerial as well as techknical areas of
the project.

No two evaluation and rating plans will be identical
in all respects; each must be tallored to the specific needs

and reguirements. ~ In addition, evaluation criteria should

be tailored to a limited number of key elements whichk are
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critical to the project's success. Examples of key elerments
might include technical, gquality, managerial, schedule, cost
control, and personnel utilization. Once the key elements
are decided upon, these categcries may be further divided
into criteria for evaluating the elements that make up each
performance category. The inclusion of sub-elements is also
a feasible alternative. Appendix B contains the example of
award «criteria provided in DOD Supplement to the FAR,
section 16.404-2.

Because the Government is more interested in results
rather than effort, evaluation criteria should be geared to
evaluating "output™ rather than "input" [Ref. 30]). As such,
the <criteria selected must represent attainable goals;
otherwise the motivation to the contractor mav be lost.

There are many methods for establishipg rating plans
and evaluation criteria. As mentioned earlier, no two
systeus will be ildentical; a system must be selected which
best fits the requirement. The system of standards uost
commonly used is the adjective-type standard rating systen
which indexes a perforamance cuality adjective and corre-
sponding explanation to a percentage of the potential award
fee availatle during the evaluation period {Ref. 31]. While
Appendix 3 shows c¢ne example reconnended by the DOD
Supplement to the FAR, the following is an example of an

adjective evaluation standards system recommended by NASA:

[Ref. 32]




1. Excellent: Represents 91 to 100 percent of the
potential award fee. Performance is outstanding in most
respects, approaching the best that could be performed
by & gualified contractor. Contractor has greatly
exceeded qguality, schedule, cutput and overall perform-
ance which would be expected of an average contractor.
Areas of deficiency are very few and relatively unimpor-
tant in nature. Contractor shows initiative 1in
executing job and invoking imgrovements.

2. Good: Eepresents 81 to %0 percent of the potential
award fee. Performance is substantially better than
standards., Contractor has mcre than met all needs, has
substantially improved upon gquality and schedules, has
exceeded the performance expected of an average
contractor. Areas of deficiency are relatively few and
are more than offset by areas of above average or excel-
lent performance.

3. Satisfactory: Represents 71 to 80 percent of the
potential award fee. Performance is adeguate, overall.
Contractor has met all needs, schedule, and expectations
in a fashion which corresponds to standard performance
by a gualified contractor. Areas of deficierncy are
about offset by areas of above standard performance.

4. Marginal: Represents 61 to 70 percent of the pcten-
tial award fee. Performance 1is bhelow the standard
performance expected of a qualified contractor,
Contractor 1is deficient in a significant number of
areas. Performance in other areas is generally average,
with few or no areas of above average performance.

5. Unsatisfactory: Represents 60 percent or below the
potential award fee, Performance is deficient in
substantial areas of efforre. Inmediate improvement is

required in order to permit continuation 0of the
contract. Termination may be considered.
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D. THE AWARD PROCEDURE

The award procedure 1is a three step process witain the
contracting agency which begins with Government ©@monitors
evajuating contractor performance during +the reporting
period. Generally, the people used for this task are the
technical and business personnel who are monitoring the
contractor's work on a regular bhasis. These people nmay
include the Administrative Contracting Officer (ACQ),
Defense Comtract Audit Agency (DCAA) auditor, and other
on~-site representatives. These people should be knowledge-
able c¢f the contract requirements, the evaluation crite;ia,
and technical areas. The goal of this part of the process
is to obtain the evaluation oif the mnost knowledyeabie
personnel in the agency on each area of the contractor's
performance. Findings of +these individuals should be
consolidated into periodic reports and forwarded to an award
fee Perfcrmance Evaluation Board (PEB). The freguency of
these reports will depend on the length of the evaluation
period, but, in the author's opinion, should bLe either
monthly or quarterly.

Step two in this process is a review of these evalua-
tions by the PEB. The DOD Surplement to the FAR indicates
that this step is optional [Ref. 33]. As such, considera-

tion should be given tc eliminating this step on smaller,
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less complex, procurements. If the PEB were utilized, Aits
function would bhe to review all evaluation reports and
subjectively determine a performance grade for each pre-
established evaluation criterion and an overall performance
grade for the period. The DOD Supplement to the FAR has a
reconmended format for a contractor performance evaluation
report which is included in Appendix C for review [Ref. 34].

The third step is the actual award Ly the Award-fee
Determination Official (AD0). 1This individual is alsc often
referred to as the Fee Determination Official (FDO). If the
PEB is utilized, the PEB will forward the performance grade
and recommnended award fee amount to the ADO. There are no
requirements which indicate that the recommended award fee
amount is binding oxn the ADO. The ADO must either accept
the PEB's recommendation, or determine a different award fee
amount. If a PEB is not utilized, the ADO must review the
evaluation reports and determine an award fee amount. In
major contracts, the ADO would le at the management level of

FO N P R ~ede s oww s 3 sh i
the procuring activity (uzually the Project Managex), whil

(9}
D

in smalier contracts, the contracting officer himself might
pecform this function. Once the ADO makes the initial award
fee determination, a letter report is forwarded to the
contractor providing information on the performance grade

and corresponding award fee, and a listing of all areas of

performance improvement whick, 1if incorporated, may result
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in [potential additiocnal awgrd fees in future periods
[Ref. 35]. The contractor has an opportunity to rebut the
ADO's decision by presenting evidence imn his favor
[Ref. 36]. IHowever, once the ALC (and possibly in consulta-
tion with the PEB) has reviewed the rebuttal and final award
fee determination made by the AILO, the decision is final and

not subject to dispute {Ref. 37].

E. APPLICATION OF COST-PLUS-AWARD-FEE CONTRACTS

The Federal Acgquisitionr Regulation (FAR) and Department
of Defense Supplement +to the FAR state that CPAF contracts

are suitable when:; [Ref. 15 and 16]

(i) The work to be performed is such that it is neither
feasible nor effective to devise predeterminad objective
incentive targets arplicable to cost, technical perfornm-
ance or schedule;

{(i1) The likelinocod of meeting acquisition objectives
will be enhanced by using a contract that effectively
motivates the contractor toward exceptional performance
and ©rprovides the Government with the flexibility to
evaluate both actual perforsance and the conditions
under which it was achieved;

(iii) Any additional administrative efforct and cost
required to monitor and evaluate performance are justi-
fied by the expected kenefits;

(iv) Level of effort contracts for performance of
services where mission feasitility is established bhut
measurement of achievement must be by subjective evalua-
tion rather than objective measurement; and

(v) Work which would have been placed under ancther
type of contract if the perfcrmance objectives could be




expressed in advance by definite milestores, targets or
goals susceptible of measuring actual performance.

The FAR does not place a minimum limit on the dcllar
size of CPAF contracts. NASA uses a rule of thumb that:

[Ref. 18]

Contracts for less than 3100,000 may be placed on a CPAF
basis if +the contractor is [providing critical support
services or when the significance of contemplated
per formance gains may far outweigh the additional admin-
istrative expense.

Although a minimum ZIimit on the dollar size of CPAF
contracts is not imposed by DOD, the Chief of Naval Material
(NAVMAT) does indicate that "award fee contracts should not
generally bhe employed for contracts valued wunder $25
million"® [Ref. 17]. Additionally, the FAR and DOD
Supplement to the FAR place the following limitations on

their use:

(i) A1l of the limitatiens 1in 16.301-3 are complied
withl

14 cost-reimbursement contract may be used when: (a)
The contractor's accounting system is adequate for deter-
mining costs applicable to the contract; {(b) Approrpriate
Government surveillance during performance will provide
reasonable assurance that efficient methods and effective
cost controls are used; and (c) A determination and findings
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(ii) The maximum fee payable (i.e., the hase fee plus
the highest potential award fee) <omplies with the limi-
tations in 15.903-4312

(iii) The contract amount, performance period, and
expected benefits are sufficient to warrant the addi-
tional adninpistrative effort and costs involved;
[Ref. 19]

(iv) The CPAF contract shall not be used as an adminis-
trative technigue to¢ avoid CPFF contracts when the
criteria for CPFF contracts apply, nor shall a CPAF
contract be used tu avoid the effort of establishing
objective targets so as to make feasible the use c¢f a
CPIF type contract;

(v) The CPAF contract skall not pe used where the
contract amount, period of fperformance or the benefits
expected are insufficient tc¢ warrant the additioral
administrative effort or cost; and

(vi) The CPAr contract skall oot be used for procure-
ments categorized as either ¥Fngineering Development or
Operational System Development which have undergone °
contract definition, except that where il @ay be more
advantageous to do so, it may be used in these catego-
ries for individual procureaments, ancillary to the
develorment of a major weapon system or equipment, where
the purpose of the procurement is clearly to determine
or solve specific problems associated with the major
weapon system or equipment. [Ref. 20]

has been executed, in accordance with agency procedures
showing that (1) this contract type is likely to be less
costly than any other type, or (2) it is impractical to
ohtain supplies or services of the kind or gquality reguired
without the use of this contract type.

270 be discussed later in this chapter.
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It is important to note that if the cost of administra-

tion of a Crar contract is in excess of any benefits which

may accrue to the Government, a contract form other than ;jﬂ
o)

CPAF should be utilized. The problem then becomes one of -]

er
,

.",

P

how to measure the kenefits and costs of administration;
which is Dbevond the scope of this thesis. In additioen,

awvard fee provisions should not be used when another =

contract type would ke more appropriate, suach as when evalu- S

ation criteria can be objectively measured. Such an example

would be a CPIF contract with multiple incentives.

y

1

It has been demonstrated that CPAF contracts are partic- jkﬁ
Lt ]

ularly appropriate <for use imn the procurement of support |
L

services g¢generally associated with base naintenance and e
operations and mission support contracts. For example, the

researcher believes that it may be a viabie option to use T

CPAF provisions in the contracting out of base medical ;;;
support services under Office oi Management and Budget (OMB) ;E?
Circular A-76. Another example would be the operation arci ;f:
maintenance of the computer center at the Naval Postgraduate £5f
School. gff

As will be seen in Chapter IV, the Navy has expanded the
use of CPAF contracts into the acguisition of major weagon
systens. The develcpment phase of major weapon systems
acquisition appears to be well-suited for CPAF use. This
would also represent the largest doilar applications of CPAY

use.
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Although award fee provisiors are¢ most commcnly used in
CPAF contracts, use of the award fee concept is not limited
strictly to one contract type. Section 16.404-2(cy of the
LOD Supplement to the FAR provides some flexibility in the
use of this concept. There may be times when the
contracting officer desires to frovide some form of motiva-
tion to the <contractor which is both objective and subjec-
tive. For example, logistic support, quality, timeliness,
cooperation, ingenuity, and cost effectiveness are areas
under management controcl which may be evaluated only subjec-
tively. A contracr in which the majority of the fee

(profit) is subject to a Fixed Price Incentive (FPI)

arrangement

e l]

nd a minority is subject to an award fee
arrangement, would be termed a FPI/AF contract. A CPIF/AF
contract would be where the majcrity of the fee was subject

to a cost pius incentive arrangement with a minority subject

to an award fee arrangenent.

F. ADVANTAGES AND [LISADVANTAGES OF COCST-PLUS-AWARD-FEE

CCNTRACTIS

1. Advantages

The advantages of CPAF contracts are numerous and
varied. Ore advantage, identified by several intervieuees,

is as a motivational management tool for both Government and
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industxry resulting din improved horizental and vertical

i communication (i.e., between Government and industry as well

.
1

as up and down all levels of tae corporate structure). One

LI S

Frogran Manager indicated tbhat as & managemrent tool, the
B Government is more effectively able to influence the
| contractor and project progress durinj the contract period.
Excellence by the <ccntractor is rewarded with higher award
;] fees. Similarly, poor or substandard performance results in
lower award fees. Additionally, one Business/Financial
Manager pointed out tkat depending upon how the contract is
» structured, the evaluation pericd may be of a short enough

duration that the contractor can receive "nearly instanta-

neous" feedback on his performance. The more timely the
ii feedback, the better it is fer the contractor because it
allows timely adjustments by the contractor. This cause-

ayd-effect relationship between performance and profit can

i result in the contractoer making modifications to his proce-

dures to become more efficient, and hence earn higher award

fees during subsequzaut evaluatics pericds.

b' Even without profit as a motivator, +the evaluation
r . |
l ° - - 3 . - - - -
[ itself can be a positive motivatiocnal tool. The award fee -
[
ﬂ{ evaluation can enhance the pride of the organization through
[

BRE

bt the managers and other employees [Ref. 21]. Just ag indi- :C4
| .
[

viduals have basic and higher order needs that must be L

1
)

satisfied (i.e., food, shelter, security, self esteen), so
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too 4o corperations have needs. Once the firm's lower level
needs are satisfied (i.e., survival, profit, yrowth, market
share), prestige becomes the primary motive. The award fee
acts as a corporate motivator to the extent that it 1is
perceived by the firm to affect its prestige.

The award fee concept also allows for wanpagement
flexibility, as pointed out by one Business/Financial
Manager. This flexibility can take several foerams. Because
the amount of award fee determination is a subjective evalu-
ation, with performance being measured with predetermined
standards which keep changing, nanagement can remain flex-
ible to take into consideration unexpected/unplanned circum-
stances while still allo;ing the contracter to earn up to

he maximum amount of the award fee, if appropriate. A
second rform of flexibility ian award fee contracts 1s the
Government's right to change the evaluation criteria in an
effort to redirect the contractor's emphasis. Still another
technique which provides flexilkility to management 1is the
Government's ability to divide and assign the awardé fee to
various periods depending upon the milestone. the Government
wishes to emphasize. The amount available in the award fee
pool need not be evenly divided among every evaluation
period. Likewise, depending upcn how the contract is struc-
tured, any award fee available ia the pool which 1is not

awarded during a particular evaluation periocd, may be either
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carried forward to subsequent feriods to provide for addi-
tional contractor motivation, or lost hy the coatractor and
removed Irom the pool.3 The Government also has the flexi-
bility to determine the length of the evaluation periods.
However, c¢are must be taken in making this determination.
Evaluation periods which are tec short will place an unnec-
essary administrative burden on the contract administrators
and other personnel, On the other hand, in the researcher's
oiinion, an evaluation period wkich is too long reduces the
motivational aspects discussed earlier when the contractor
does not receive timely feedback.

NASA di§covered that improved performance is not
iimited tco arcas motivated in the award fee plar, but at
times extends t improvements c¢n other Government contracts
currently in existence within the corporation [Ref. 22].
Called the "overflow" principle, NASA indicated that, ™"Ouce
a contractor begins making decisions 1in consonance with the
guidelines of the contract, the results of related nonincen-
tivized contracts also improve" [Ref. 22].

Still another advantage, in the researcher's
opinion, is that use of a CPAF contract forces the prepara-

tion oif a well-defined Statement of Work (SOW). The

3The Navy recently restricted use of the carry forward
feature in NAVMAT Instruction 4280.14of 10 July 1984. This
will be furtLer examined in Chapter IV when discussing use
of the award fee pool.
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contractor, realizing that his award fee depends upon satis-
fying the desired emphasis to be placed on specific perform-
ance areas, benefits from more explicit direction thaa he
would Lave received under a Cost-Plus—-Fixed-Fee (CPFF)
contract. In developing the SOW, the contractor seeks
higher fees through better perfcrmance and the Government is
looking for the best possible standards against which to
naxe the recuired evaluations.

S5till another advantage, for the contractor, is that
a CPAF contract provides the ability to earn higher fees.
¥nhile most CPFF service contracts earn a 7 or 8 percent fee,
a well structured CPAF contract can provide fees from 10 to
12 percent for superior performance [Ref. 23]. As indicated
by a number of interviewees, this bhas led some people to
refer to CPAF contracting as a %give away" program.

One last advantage is +that CPAF contracts can be
used by contractor management as a motivational tool for the
corporate employees [Bef. 24]. Dr. Arthur C. lNeiners advo-
cates development of a system which would allow employees
working to support a CPAF contract to participate directly
in the award fee process with bchus payments. As the amount
of the award fee increases, sao would the financial rewards
to the various employees. Such a contract would bes called

Cost-Plus-Award-Fee, Employee Participation, CPAF (EP).
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Disadvantages for the wuse of CPAF contracts do
exist. Perhaps the ore major disadvantage, as identified by
oue Cost Analyst,is the extensive Government organization
necessary to properly administer the contract. Contractor
performance must be monitored <closely by technically guali-
fied personnel who are knowledgeable of the requirement for
fairness and impartiality, the intent of the incentives, and
how evaluations will be used. They must also have the time,
motivation and guidance to prepare evaluations which are
meaningful to Dbotk the Government and the contractor.
Evaluators nust understand that their function is to eval-
uate the contractor, not beceme a participatory member orf
the ccntractor's management teaun. They must also be knowl-
edgeable of the technical performance required by the
contract. If +the Government does not have the necessary
resources available for coumitment to properly administer a
CPAF contract, some other contract type should be utilized.

This disadvantage highlights a need wiaich is not
carrently being satisfied. Numerous personnel interviewed
for this research pointed out that a formalized training
program for CPAF contracts does not exist. This is particu-

larly critical with CPAF contracts because of heir urcigque

features. Personnel working with award fee contracts must




be trained in terms of contractcr motivation factors, evalu-
ation criteria and methods, ccantract administration tech-
nigues, potential for abuse and misuse, responsibilities of
those who monitor contractor performance arnd provide inputs
and testimony to the PEB, as well as other factors unique to
CPAF coatracts. Structuring such a training program and
manual is beyond the scope of this thesis.

Timely evaluation is also a critical factor as indi-
cated by a number of intervievees. The Government nmust
conduct the evaluation, determine the amount of fee to be
awarded, and notify the contractor of the results in a
timely manner. Delays in this process will resualt in the
contractor losing motivation for increasing efficiency.

As will be discussed later, an award fce contract
does not have a target fee as one of its elements. Because
of this, the Government must fully fund the amnount of the
maximum award fee. Failure to do so will signal +to the
contractor that the full amount of the award fee is impos-
sible to attain [Ref. 25]. In an environment of tight
budgets, it is unrealistic to expect that a Program Manager
would, or «could, <request additional funding ain order to
reward the contractor. Failuzre to fully fund +the maximua
award fee will also send a signal to the evaluators that the
réduced figure is what the Government really had in mind as
the maximum from the beginning. In addition, it just makes

for sound business manégement tc fully fund the project.
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G. CONCLUSION

Use of the award fee coacept is continuing to grow since
its conception in the late 1950 's and initial utilization in
the early 1960's. The CPAF <contract can be an effective
incentive technigue when understood and properly applied.
However, Dbecause the evaluaticpn process is subjective and
the determination of award fee amount a unilateral decision,
success of the award fee concept depends on the Governuent's
ability to maintailn the credilkility and integrity of the
evaluation process. In addition, the award fee concept
demands the active support of both the Government and
contractor personnel to properly administer the contract and
manaje the unique administrative reguirements. Lack of
complete management support and the failure to maintain the
credibility and integrity of the evaluation process, guickly
reduces the effectiveness of the award fee contract.

An unbiased, fair, and reasonable measure of performance
is also critical to the success of the CPAT coucept. The
contractor must be properly mctivated to strive for more
efficient and better rperformance in an effort to receive a
higher award fee. The unilateral selectioan of evaiuation
criteria by some Government Agencies 1is of concern to the
researcher. In order to be "fair and reasonable™ to botlh

the Government and to the contractor, +the contractor should

have an input-into the development of evaluation criteria.
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In an attempt to ketter understand how award fees can be
used as an incentive (or motivating) tool, it is first
necessary to recognize those factors with which the
contractor can in fact he motivated. In +the researcher's
opinion, the DOD profit policy assumes that profit (or award
fee) alone is enough to motivate the contractor. Is this
really the case? Are there not other factors which can act
to motivate the contractor? These gJuestions will be exam-

ined in Chapter IIT,
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IITI. PROFIT AS A MOTIVATIONAL TOGL

A. INTRODUCTION ;-:fJ

The below paragraphs represent the Government's profit
policy as it currently exists in the Federal Acquisition

Regulaiion {FAR):

It is in the Government's interest to offer contractors
opportunities for financial rewards sufficient to (1)
stimulate efficient contract performance, (2) attract o
the best capabilities of qualified large and small busi- L
ness concerns to Government ccntracts, and (3) maintain e
a viable indusirial vase.

AR AT
L

! Both the Govermment and contractors should be concerned o

- with prefit as a motivator of efficient and effective i

contract performance. Negctiations aimed merely at

reducing prices by reducing profit, without proper

recognition of the function of profit, are not in the

I Government's interests. Negotiation of extremely low :
profits, use of historical averages, or automatic appli- -

cation of predetermined percentages of total estimated y

N costs do not provide proper motivation for optinmum o

- contract j;erformance. With the exception of statutory O

ceilings on profit and fee, agencies shall not (1)

establish administrative ceilings or (2) create adminis- ;

trative procedures that could be represented to contrac- .

tors as de facto ceilings [Ref. 38]- e

46 T




oy,

This policy statement is suppiemented with a Department

of Defense (DOD) statement as ipdicated below:

Furthermore, low average frofit rates on defense
contracts overall are detrimental to the public
interest, Effective natioral defense in a free enter-
prise economy requires that the best industrial capabil-
ities be attracted to defense contracts. These
capabilities will be driven away from the defense market
if defense contracts are characterized by low profit
opportunities. Consequently, negotiations aimed merely
at reducing prices ky reducing profits, with no realiza-
tion of the function of profit, cannot be condoned. For
each contract in which profit is negotiated as a sepa-
rate element of the contract price, the aim of negotia-
tion shouid be to employ the profit motive so as to
impel effective contract performance by which overall
costs are eccnomically controlled. To this end, the
profit objective must be fitted to the circumstances of
the particular acquisition, giving due weight to each of
the effort, risk, facilities investment, and special
factors set forth (in weighted guidelines). This will
result in a wider range of prctfits which, in many cases,
will ke sigpificantly higher than previous norms
[Ref. 39].

The above policy statements indicate that it is the
Government's belief that profit is the basic motivating
force behind the contractor. There is an implied assumftion
on the rpart of the Government that the contractor will be
properly motivated if given the opportunity to increase his
profits. The contractor, by accepting the contract, appears

to be agreeing with the Governmeat.
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Brigadier General Bernard L. Weiss, USAF, recently indi-
cated that large corporate DOD contractors should be treated
as "public utilities" and implied that these «corporate
giants have a @monopoly over the supply of their unique
defense product while the consumer (DOD) has little if any
power over the contractor to refuse the product at the
contractor's price once Congress has authorized the progran
and appropriated funds. [Ref. 40]. Furthermore, General
Weiss indicated that corporate profit goals are to attain
adequate levels, not adegquate rates.

Herein lies the dilemma. Are contractors strictly moti-
vated by the "profit motive" as the Government's profit
policy implies, or are the ccntractors motivated by sonme
other forces? Clearly, it is the belief of Governfent and
DOD policy makers that profit wnmaximization is the rrime
industry motivater for improved performance. Additionally,
it is clear that it is DOD's intention to use profits to
motivate <c¢ontractor performance. The purpose of this
chapter is to explore the profit motive and eXamihe those
forces which act to motivate and influence <contractor's
pecformance,

To gain a better understanding of the present profit
policy, it would be helpful +tc briefly examine the histor-

ical develcopnent of this policy.
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‘B. HISTORICAL PERSPECTIVE

Historically, purchasing by the Governaent has been on
the basis of price competition and, as such, negated any
need for a profit policy. It was felt that the competition
in the market place among independent contractors would
result in the Gevermment receiving a fair and reasonalle
price [Ref. 41].

Cost-plus-percentage-of-cost (CPPC} contracts were used
regularly during the 1930's. A general lack o2f conpetition
resulted in an increase in the number of contracts negoti-
ated on either expected or actual costs [Ref. 42]. In a
CPPC contract, the profit or fee is determined by applying a
fixed percentage to the costs incurrei. Therefore, as costs
increased,‘so did profits. If costs decreased, profits also
fell. The contractor was therefore motivated to actually
increase his costs! PResponding to public pressure, Congress
passed numerous legislative actions designed to control
abuses such as CPPC contracts. Tor exampie, the
Vinson-Trammell Act of 1934 limited profits to ten percent
on Navy ships and aircraft and required audits and inspec-
tions of contractor records [Ref. 43].

The potential for contractor fraud, waste and abuse
surfaced again during World War II with a shortage of

supplier capacity, resulting in the Renegotiation Act of
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1942, This Act called for the renegotiation of both prime
and subcontcacts in excess of $100,000 and made possible the
recovery of excessive profits along with unallowable costs.
The Renegotiation Board also established profit as a
percentage of sales cn individuval contracts as the measure

of profitability.

1. Initial Policy Statement

The first formalized folicy statement addressing
profit appears to have been included in the Armed Services
Procurement Act of 1947 which states that for negotiated

contracts:

‘The fee for performing a cost-plus-a-fixed~fee contract
for experimental, developmental, or research work may
not be more than 15% of +the estimated cost of the
contract, not including the fee. The fee for perfcrming
a cost-plus—-a—-fixed-fee contract for architectural or
engineeri.g services for a public work or utility plus
the cost of these services to the contractor may not be
more than 6% of the estimeted cost of that work or
project, not inclading the fee. The fee for performing
any other cost-plus—-a-fixed-fee contract may not be more
than 10% of the estimated ccst of the contract, not
including the fee [Ref. 44].

There were ro statutory limits fplaced on profits under fixed

price contracts, except on those which may have been consid-

ered as "excessive" by the Renegotiation act.
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A more general profit pclicy statement also appeared
in the armed Services Procurement Regulation (ASPkK) in 1547

as s

The Department of Defense must apply contracting poli-
cies and methods designed to <c¢reate an environment in
which industry c¢an realize profits on defense business
which are high enough te give reasorable assurance of
long term availability to DOD industrial support by the
best companies and to enable those defense contractors

to attract sufficient equity and borrowed capital
[Ref. U5].

During the 1950's, the profit policy outiined in

ASPR developed into a narrative form which 1lacked speciific
guidance on the relationship between profit elements to be
considered when arriving at the appropriate profit level for
negotiated contracts. Nine prcfit elémeuts were identified
as:

1. Effective competition;

2. Degree of risk;

3. Kature of work to be performed;

4. Extent of Government assistance;

5. Extent of contractor's investuaents;

6. Character of ccntractor's business;

7. Contractor performance;

8. Subcontracting; and

9. Urnrealistic estimates [Ref. U46].
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The varied nature of these nine profit elements and amount
of subjectivity inherent in evaluating each element without
specific guidelines made the contracting personnel's task
more difficult than was necessary. The predominant factor
was the "historical rate" established on previous contracts.
Contracting o¢fficers used the above opine profit elements
only to adjust profit rates to fit specific [procurement
situations [Ref. 47].

Inadeguacies in a formalized profit policy continued
and became visible in the early 1960°'s. The Senate
Committee on Government Operations (also known as the
McClellan Comnmittee), while investigating a DOD amissile
program, found that primes and subcontractors were pyra-
miding profits and thus were reing paid unearned prefits
[Ref. 48]. The results of this investigation and subsequent
publicity resulted in the Logistics Management Institute
(LBI) being tasked to study DOD's profit policy. The objec~

tive of this study was to:

Develop a rational, workablie, uniform and equitakble
approach to target profits which will result in a wider
range of profits. The study aims to develop specific

guidelines to assist contracting personnel in arriving
at appropriate profit rates to <further national and
departmental interests utilizing the profit aotive of
DOD contractors [Ref. 49].




%}

2. JReigated Guidclines

In August 1963, the [Department of Defense imple-
mented for the first time the "weighted guidelines" approach
by revising the Armed Services Procurement Regulation
[Ref. 50]. Weighted guidelines were a direct result of the
first LMI study [Ref. 51]. The guidelines were intended to
ensure c¢onsideration was made of the relative wvalue of
appropriate factors in initial establishment of a rprofit or
fee objective. The evaluaticn factors to be considered
were:

1. Contractor input to total performance;

2. Contractual assumption of contract cost risk (tyre of
contract, reasonableness of cost estimates, diffi-
culty of contract task);

3. Record of contractor performance;

4. Selected factors (source of resources, special

achievement) ;

uwn

Special profit consideration (development of military
ltems without Geovernment assistance) [Ref. 52].
Although weighted gquidelines were considered an
improveument over prior methods and represented a new method
to determine profit, taree characteristics basic to the old

system remained intact. First, assignment of the ltasic fee

rate was based on the personal judgement of the contracting




officer. Second, the fee rate was based on the estimated
cost of the contract. Finally, the fee rates failed to
consider the contractor investment in plant equipment or
working capital ({Ref. 53]. additionally, ASPR was again

revised to reflect the new profit policy:

Tt is the policy of the Department of Defense to utilize
profit to stiamulate efficient contract performance....
Negotiation of very low profits, the use of historical
averages or the autcmatic application of a predetermined
percentage to the total estimated cost of a product,
does not provide the motivation to accomplish such
perfcrmance.... The profit okjectives must be fitted to
the circumstances of the particular procurement, giving
due weight to each of the performance, risk, and other
factors [Ref. 54].

Heligyhted guidelines drew mixed reactions and was the
subject of a great deal of study during the 1960's and
1970's. Concern existed over declining profits, low produc-
tivity within defeunse industries and an <¢roding industrial
hase. In analyzing the results and impact of weighted
guidelines, a RAND Corporation study in 1969 concluded that:

1. Most firms had higher target fee rates after intro-
duaction of the weighted <quidelines approach, but
average realized fee rates ("coming-out" rates)

a: 2ar to have remained about the sanme.
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2. The weighted guidelines method resulted in spreadinyg
the distribution of going-in target fee rates.

3. The objective was achieved, if the goal of the metaod
was to increase profit cpportunities, regardless of
whether or not they were achieved, by providing
higher levels of target ifees.

4. The goal was achieved, if the goal was to provide a
wider distribution of average fees.

5. The goal was not achieved, if the goal was to
increase actual fees, rather than target fees.

6. Results appear to have teen mixed and on the whole
unsuccessful, 1if the gcal was to raise the profit-
ability of defense investment [Ref. 55].

It appears clear from the above discussion, in the research-
er's oginion, that the purpose and goals of the weighted

guidelines approach were not fully understood.

"he last sigrificant study concerning profit and
profit policy was called "Profit '76". Chartered in May
1975 by the Assistant Secretary of Defense for
Installations, William P. Clements, and chaired by Brigadier
General James W. Stansberry, the goal was to "develop any

policy revisions coasidered necessary to encourage private

investment in eguipment and the associated reductions in
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cost" [Ref. 56 ]. This appears to be another way of saying
"reduce DOD acquisition costs." The study eveantually led to
a c¢hange in DOD regulations entitled Defense Procurement
Circular 76-3 (DpPC 76-3) [Ref. 57].

Assistant Secretary Clements and Brigadier Gemneral
Stansberry recognized a need te conduct research to analyze
earnings and capital investments, determine contractors?
profitability in both defense and non-defense industries,
analyze contractor motivations leading to investments
designed to increase productivity and lower cost, and
finally, develop profit objectives designed to stop the
apparent erosion of the defense industrial base [Ref. 58].
The results of the study and DPC 7€-3 made two major changes
to DOD's profit policy im the hopes of raising the level of
contractor facility investments for the defense industry.
The first modification allowed the level of facility invest-
ment to be recognized by the Gcevernment contracting officer
in reaching a prenegotiation profit objective. Secondly, it
peruwitted the lmpuated interest cost of the contractor's
facility capital investment, as measured in accordance with
Cost Accounting Standard 414, to be used as an allowable
cost on most negotiated contracts [Ref. 59].

In the researcher's opinion, DPC 76-3 appears to be
the groundwork for the weighted guidelines in use today.

Wnile there have been additional changes made throughout the
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years, they have all been designed to adjust (increase or
decrease) weights assigned to various criteria used in
determining profit (i.e., DAC 76-23).

The same concerns which existed in the 1960's and
1870's continue to exist today. As RADM J. S. Sansone, Jr.,
SC, USN, indicated om 12 July 1984, recent research studies
have verified:

1. An eroding defense industrial base;

2. A limited surge/mobilization capability;

3. Capital investment in the Defense segment is low;

4, Productivity growth has Leen very limited;

5. Profit policy (DAC 76-23) has not motivated contrac-
tors to make significant capital investments;

6. There are gereral nmisunderstandings ¢f the DOD
finance policy, both within Government and the
private sector [Ref. 60].

According to RADM Sansone, the harsh realities experienced
by the U.S5. industry are that operating profits have
deciined while <cost of <capital has dramatically increased
[Ref. 60]. It is obvious that, in the researcher's opinion,

the current profit pclicy is nct as effective as originally

intended.
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C. CCNTRACTOR MOTIVATION

Profit has continued to Dbe the driving force in
contractor motivation since the completion of the Profit 76
study in terms of a Department of Defense policy statement.

The Defense Acguisition Regulation (DAR) stated:

It is the policy of the Department of Defense to utilize
profit to stimulate efficient contract performance. -
Profit generally is the basic motive of business enter- ]
prise. The Governuent and defense contractors should be e
concerned with harnessing this motive to work <for more S
effective and econcmical cortract performance [Ref. 61]. Ej%
3
R
A
1. Frofit Maximization ;;j
Ry
In addition to DOD's prcfit policy, thare appears to :ﬂﬁ
be a greut deal more support to indicate that profit maximi- ?ii
zation is the single most motivating factor for defense :fj
: . o
industries. Most undergraduate and graduate level : H
econonics, finance, and br-iness courses are structured :ﬁﬂ
around the principle that a firm's dJdesire is to maxinize F

profit. As Gerald T, Nielsen indicated, "post business S

oriented decision makers today have been so ingrained with

- e 0y
eyt

the principles of profit maximization that the concept seems

a.most intuitively obvious" [Ref. 62]. ib“
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Under the classical “profit maximization" assump-
tion, contractors are expected to shun lower fee effort imn
favor of au arrangement that permits higher profit potential
[Ref. 63]« Dr. Peter opdrucker, a strong advocate of the

classical profit motive, indicates:

Production for profit is the principle of rationality -
and efficiency on which the corporation must base -
itself.... And the demand that some criterion other !
than profitability be used as a determinant of econonmic
actions rests on a misunderstanding of the nature of the RS
economic process.... [Ref. 64] S

In addition, Julius Jones and Russell Pierre, in an
Air Force Institute of Technoliogy (AFIT) thesis found profit
to pe the prime industry motivater. Profit maxiumization
stood out as the single most important factor motivating the
fifty defense industry firms surveyed, with sales maxinmiza-

tion, firm perpetuation, and attainment of certain socioceco-~

nomic goals identified as additional sub—goals [ Ref. 65].

Finally, the DOD and National Aeronautics and Space et

_—em A e St ——

The profit motive is the essence of incentive
contracting. Incentive contracts utilize the drive for
financial gain under risk conditions by rewarding the
contractor through increased profit for attaining cost
(and sometimes performance and schedule) levels more
beneficial for the Government than expected and by
penalizing him through reduced profit for less than
expected levels [Ref. 66].
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2. Extracontractual Motives

Ceontractors do not necessarily seek maximum profit

on every contract. There exist other motivational forces,

such as concerns for follow-on busiress,
ties, or inprovement of corporate image.

called "extracontractual motivators" [Ref. 67].

Commission on Governnent

rRef. 67]

growth opportuni-
These are often

The J.S.

Procurement indicated that:

Sometimes extracontractual influences may operate 1in a

countervailing manner with
specified in the contract.

the contractual objectives
Governzent agencies Jener-

ally accept the concept that these extracontractual
metivators are cften Lkeyond the coatrol of the

Government.

But are they really beyond our contrel?

7hat exactly are

these extracontractual motivating factors and cannot the

Government, once having identified them, use thex to its own

advantage?
A study conducted by

Institute {LMI) indicated that:

There is virtually unanimous
and analysts who have studied
tion that, in the short run,
sacrifice short rum profit on
of achieving:

1. cowpany drowth,

the Logistics Management

[Ref. 68)

agreement amonyg MANAagers
overall contractor motiva-
contractor management does
defense business in favor

2. increased share of the industry market,
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3. a tetter public image,
4. organizaticonal prestige,

5. carry-over benefits to ccmmercial business (commer-
cial spinoffs),

6. greater opportunity for follow-on business, or

7. greater sharehclder expectations for future growth
and profit.
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Furthermore, the LMI study indicated that a company will be
willing to accept a lcss (or 1lower profit or fee) 1if doing

so will provide an opporturity toc: [Ref. 69]

1. gain competitive advantage by engaging in develop-
mental effort in areas of potential future husiness,

2. acquire or retain competent personnel in scarce
disciplines,

3. spread fixed costs over a substantially broader
base, or

4. prevent a potential competitor from gaining entry tec
the market

In summary, the LMI study states: [Ret. 70]

Fhether ©Dpanayement is orerating in the company's
interest or for its own personal gain, it does not
attexmpt to maximize profit or fee on ipdividual
contracts. It attempts to optimize among many cbhjec—
tives, placing particular stress on those which
contribute most to maintaining or improviny market posi-
tion and assuring the future strength of the firm. The
drive for profit 1is not absent, but is constrained by
aims which ultimately are more conseguential.
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firms do indeed have more objectives than just
profit. On any given contract, a contractor could have any
of a number of objectives in mind. All other thirngs being
egqual, a firm would tend to perform well on a contract it
had just signed. However, as Dr. Robert F. Williams pointed
out in a recent article entitled "So What Does the Defense
Contractor Really Want?", a firm has, as a higher order, its
oWwn set of objectives and is £first motivated to maximize its
own benefit-cost ratic [Ref. 71]. A firm may for example,
find this ratio higher for the performance of one contract
than for a second contract in its plant at the expense of
the second, or it may find that completing a Government
contract could threaten its survival.

Dr. Williams' study indicated that Government
personnel per=eive the order of importance of defense indus-
trial contractor objectives to be (in the order indicated)
profit on sales, company survival, igproved cash flow,
development of dominant industry position, and return on
investnent. These objectives were followed by company
growth, providing a good product, and finaliy public image
[Ref. 72].

. On the other hand, industry beliefs about its objec-
tives wer2 gquite different. Industry personnel felt that
providing a good product was by far the most important

objective, followed by maintaining a lonyg tera continuing
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business relationshig, improved cash flow, profit, and
development of new capabilities. These were followed by
pablic image and <finally the use of excess capacity
[Ref. 73].

The researcher believes that there should be more
wveight given to the concept of public image as a motiva-
tional tool than either Goveranment or contractors are

willing to accept. Quality has been neglected in American

industry over the years. Both Government and industry are

just now waking wup to the need to improve gquality. There

are a number of reasons for this, including: An increased P
awvareness for the critical need to improve reliability; to ;i&
be able to compete with foreign manufacturers; and the even- EE%

e
tual cost savings through improved quality by reduced rework ::;
time and less scrap. This idea of improving the "corporate lff

public image" through improved guality is also evidenced by -
Ford Motor Company's theme of "Quality is Job 1" and the
introductiorn of "Quality Circles" into many of the nation's

industries.

Additionally, the researcher believes that corporate
prestige as a motivational tool should also be given N
increased consideration, particularly when dealing with ‘5€
awvard fee contracts, One senior Navy Department policy- ’
maker suggested that "corporate zanagement views the Fee o

Determination Official findings @more as a report card than -
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what the award fee ccntributed to the bottom 1line." Another
corporate officer for a large Navy contractor confirmed this
view, with some reservations, indicating that "the score, or
grade, is important to us; but I can't say that it's more
important than the size of the award from the (award fee)
pool."

In their thesis, An Assessment of Factors ¥Which

—

Motivate QNavy Contractors, Michael Jaggard and Howard
Cartwright indicated +that contractor objectives can be
divided into contractual objectives and long term cerpcrate
goals [Ref. 741]. They indicate that the two categories are
related in that the collective objectives of performing all
Government contracts must reflect the overall long tern
corporate strategy. In addition, the foilowing primary
contractual objectives of the Gcevernment contractor have all
been cited as prime kusiness oljectives: Company growth,
provide a good product, develor new skills, market share,
guarantee of follow on work, M"mastery" (a desire to control

on2's own destiny) risk aversion, sa

Ih

eguard proprietary
interests, utilize excess capacity, flexibility to customer,
and improved cash flow [Ref. 75].

Jaggard and Cartwright also identified three methods
to determine the contractual objectives of a contractor for
a specific contract [Ref. 75]. First, a post-performance

review of contractual outcomes and associated benefits to
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the contractor can be conducted. Inherent in this approach
is the necessity to wait until performance 1is conpleted to
conduct the review. Second, a list of possible contractual
objectives can be provided to the contractoer who can be
requested to rate the relative importance of each objective
as it pertained to performance on recent coatracts, This
"shopping 1list" approach may lead to biasad responses. The
third method is simply to ask the contractor to list the top
three oljectives that a firm hcped to attain by performing
the contract. The researcher suspects that a weakness in
this apji-oach may occur if the contractor atteapts to play
wpind games" by providing those objectives the contractors
think the Government wants to hear.

The Tesearcher would also like to propose a fourtn
method to determine contractor objectives. This method
involves gvaluating the contractor in terms of his strengths
and weaknesses, the economic environment, +the competitive
environment the contractor operates in, as well as the size
and maturity of the contracter. Fach cf these factors may
shed some light on the contractor's objectives 1in terms of
profit. For example, if the basic economy is in a recession
with relatively high unemploymeat imn the industry, a
contractor may be willing to accept a lower profit and put
increased emphasis on corporate survival and maintiining his

labor force. Conversely, periods of economic growth may see
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defense contractors willing to «adccept additiomnal risks in
the aopes of achieviny higher profits. Firms involved with
research and development activities may see the development
of new capabilities, maintaining a long term business rela-
tionship, and estabiishing a dJdominant industry position as
more important motivators than profit. Smaller firms may Le
concerned with company survival rather than profit. Growing
firms, on the other nand, may te more concerned with profit
and rteturn on investment than rapidly growing or mature
firms. Finally, organizations with technicaily competent or
"state-of-the—art" contracts may see obtaining a dominant
market positicn as more important than prefit,

As Professors Greer and lLiao pointed out in their
paper "Contractor Hungriness and the Relative Profitability
of DOD Pusiness," it 1is well known that when the economy
weakens, resulting in a growth of excess mwmanufacturing
capacity, real prices tend to decline with weakened profit
nargins [Ref. 76 ]. As a result, when demand falls, firms
tend to engage in vigorous price compeiition. The amount ol
profit reduction contractors are willing to accept should
therefore be inversely related to the decline in capacity
utilization. Because the Government is a powerful buyer,
contracting officers should be able to take advantage of
situations where excess capacity exists to drive "hard

bargains" and buy products at lcwer profit margins. On the
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other hand, when the economy is strong and there is sufii-
cient commercial and Government business to utilize full
capacity, the Government must be willing to pay the contrac-
tors a profit rate which at 1least reaches parity with the
commercial sector. Otherwise, industry would have no incen-
tive to accept Government contracts.

Dr. Richard F. DeMong and Dr. Daniel E. Strayer
propose that firms are primarily profit oriented only under
economic conditions of pure competition and themn only when
there is «cwner control of the firm [Ref. 77]. They are
proponents of other mctivating forces such as sales, produc-
tion, or firm perpetuation overshadowing maximum proiits as
a motivating force.

DeMong and Strayer ccntend that the drive to
maximize profits is diluted by the separation of owner and
manager. The goals cf the decision making managers may be
quite different from the goals of the owners. While the
owners may indeed be more «concerned with maxiwizing their
return on investment, profit maximization has been replaced
among the managers by "profit satisficing," or the desire to
obtain satisfactory profits. Banagers are held accountable
for more than just prcfits; they are also aeld responsitle
for company production, sales, firm perpetuation, employee
morale, etc. DBecause managers cannot devote their full time

to profit maximization, to the exclusion of all other gcals,
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they are forced to ensure proiits reach an acceptably satis-
factory level, tlhen concentrate an the other competing goals
[Lef. 78].

PhLillip E. Cppedahl has developed a hierarchy of
needs for a corporation which farallels HMaslow's hierarchy
of individual needs fRef. 79]. Just as Maslow propcsed that
individuals seek to satisfy the most basic humar needs first
(physiological needs, safety and security needs, love and
belonging needs) and then seek satisfaction of higher needs
[esteen, self-actualization, the need to know and under-
stand, and estheti~ needs), Oppedahl proposes that a corpo-
ration seeks to satisfy the 1needs of survival, Frorit,
growth, market share, and prestige (in that orderx).

Survival is the most basic need. Once the need to
be a "going concern" has been satisfied, the profit motive
becomes the primary motivator fcr the corporation. However,
just as DeMong and Strayer discussed the concept of "profit
satisficing," Oppedahl contends that profit does not always
eguate to profit maximization. kather, the <oncept oI

"adequate profit" suffices as de¢monstrated by the following:

In terms of Government countracts, growvth is associatea

with more contracts and and larger taryet costs. Notg
that with +the profit need satisfied, gceater size
contracts beceme the driring rotive. This will tend to

explain wvhy some fiims will spend tc target cost and
peyond at tke expense of a share ratio loss of profit.
The other aspect of growth, namely techmnical capability,
is also very important to a defense <contracteor. Jost
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DOD contracts are labor intensive and Lkighly technical
in score. Higaly educated and qualified personnel are
very important to the growth ¢f a DOD contractor, there-
fore, sacrificing profit share may be attractive tc¢ a
contractor reiative to maintaining and increasing tech-
nical competence [Ref. 80].

While the DOD and NASA Incentive Contracting Guide

recognizes the profit motive as the "essenc2 of incentive
contracting," it also recognizes that other extracontractual

factors can be significant motivators to the Defense

contractor. These factors include growth, new product
improvenent, prestige, imprcved public image, social
approval, national defense goals, potential for follow on
business, commercial application, excess capacities,
increased profiis on other contracts through shared over-
head, and excelling for the sake of excellence. In addi-
ion, ©DOD 1‘'recognizes that ccntractors will, generally,

optimize, not maximize, profit" [Ref. 81].

Finaily, 3in bis book Axming America: Hew the U.S.

Buys Wearons, J. Ronald Fox conternds that:

Profit is not a defense contractor's only concern xiaen
bidding on or conducting a development eor producticn
prograin. Defense contricts are scughi to cover payroll
and overhead costs, aad to provide company persocnnel
with the opportuwuity to develop technical and managerial
@kills useful in compercial and defense business. Cnce
a coniiact 1s won, a company seeks every opportunity to
add work and fundés to the progranm. The need for follow
o1 work 1is c¢rucial, since () the initi1al effort to
secuxe 4 contract invelves a large outlay of money, and
{2) there is wnsually a long tuime lapse between coutrawcts
for the same weapen system [ RHef. 82].
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D. CONCLUSIORN

So what's the answer? Is "profit as a motivational
tool" fact or fiction? The answer appears to be "a little
of hoth." There is no clear cut answer to the guestiéng
While it is clear that profit is not the oniy motivating
force for Government contractecrs, there are times when
profit would certainly be the prime motivational tool, such
as periods of strong economic ¢growth as discussed earlier.
In addition, it is the researcher's opinion that the DOD
profit policy evolved into what it is today because it is
relatively easy for contracting officers to understand; we
have been so "ingrained with the principles of profit maxinm-
ization that the concept seems almest intuitively obvicus."

It may be more appropriate to think of profit as a
"satisficer" rather than a ‘"npctivator." Contractors will
certainly not perform without a certain profit level.
However, ounce that level of profit is achieved, they may not
increase performance with additional profits alone.

It is incuubent upon the ccntracting officer to recog-
nize that these extracontractual motivating forces do in
fact exist, The contracting officer must examine each
ccatracting situaticn carefully and attempt to determine
which factors (in addition to profit) will stimulate and

motivate the contractor to imirove his performance. The
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proper motivational mechanisum must thea ke incorporated into
the contract and the contract properly adaianistered to
ensure effective results.

It must be remembered that industry's top rated objec~
tives are to provide a good product and to maintain long
term continu. g business relatiocnships. Thesze objectives
indicate more concern with long term profit obhjectives thaa
with short term objectives. In the vwords of cne Defense

contractcr corporate officer,

They ({(contractor oktjectives) are so closely interre-
lated, it is difficult to rank one above the other or
claim te have one objective without the other one....
We're all in this business to make money.... So to say
that profit is not a primary objective would be w:ong.
But it is not the only objective.... Of course we want
to survive and grow. But without a good reputation and
adequate profits we are out of Dbusiness. All four,
company survival, company growth, promoting the compa-
ny's reputation, and proifit are primary objectives on
each and every Government contract. No one objactive is
more important than tlhe other [Ref. 83].

The theoretical packground and framewourk of CPAT
contracts have been examined along with those factors and

influences which metivate a contractor. The next chapter

will report the results of amn examination of varicus CPAF

contracts conducted in an attempt to gain insighl into the

award fee determinatico process.
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IV. STIROUCTURING AN ARARD FEE

An evaluation of the award fee determination process in
CPAF contracts is really a two step process. The first step
involves an examination of pre~award activities and the
development and structuring c¢£ contract elements vwhich
influence the award fee dJdetermination process. The second
step involves contract administration functions in terms of
evaluation and fee determination procedures. This chapter
will examine the first step in this process and attempt to
answer the following questions:

1. What considerations go into determining the size of

the base fee? How large should the base fee Le?

2. How should the award fee, which repains in the award
fec pool after the fee determination 1is made, be
randlel?

3. Wwhat considerations are mnecessary in formulating the
evaluation criteria?

4., How long should the award fee evaluation period be?
What criteria should be used din making this
determination?

5. How should the award fee «computation formulas be

developed? What considerations are necessary?

72

- il L
[ R
v L [AE]

Po_i_4

’
.
' h
R ]

"oy

Cete bt .-
. . S
et '
. .
.
. ’
P .

',
.

'R
L

N ad
- 1

y r ey




A. FORMULATION OF THE BASE FEE

The FAR linits the size of the base fee to three percent
of the contract target cost. Additionally, Chapter II
pointed out that the base fee ¢culd, in fact, be zero. At
what level should the base fee le set? Should the base fee
be zero or three percent, or sihould it be set somewhere
Letween the two limits?

The Commissicn on Government Procurement (COGP) in 1972
concluded that the "overall risks under a CPAF contract were
at least equal to the risks under a cost-plus-fixed-iee
(CPFF) contract" [Ref. 84]). It was therefore concluded that
the base fee of a CPAF contract should he at least egquiva-
lent to that which would he appropriate if the contract were
CPFF, with the provision for =subjective fee adjustments to
be both upward and downward. The rationale here is that the
CPAF contract was devised as an incentive +type, with a
subjective fee adjustment, +to ke wused when the anticipated
results were of such a nature that a formalized CPIF sharing
formula, for both upward and downward adjustments of fee,
could anot be developed. The Ccmnmission also concluded that
"there is no particular justification Zfor the CPAF bhasc fee
to be inordinately low (three percent maximum) with an award

fee upward ouly"™ [Ref. 851
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A CPAF contract lies between the spectrum of a CPFF
contract, where the Government assumes 100 perceant of the
risk, and a firm-fixed-price (FPP) contract, with the
contractor assuming 100 percent of the risk. Between these
two types of contracts, tradeofifs occur concerning the "risk
sharing ratio." As such, the risks under a CPAF contract
are not at "least equal to those under a CPFF contract". If

the risks were equal, a CPFF contract should be used rather

than a CPAF contract.
a
If the logic of the Commission on Government Procurement S

were followed, the Lase fee would be set at seven or e€ight

percent. It aust always be remembered that one of the

primary purposes of a CPAF ccntract is to motivate the : ;_1

contractor. The higher the base fee becomes, the more the ;;1

contract appears to approach a cost-plus~fixed-fee contract ;zﬂ

with award fee provisions (CPFF/AT). Additionally, the ;ﬁj
-

larger the base fee becomes, the smaller the award fee pool AR
must be to comply with the statutory fee limitations Q?u
discussed in Chapter II. To ke a sufficient motivational .
tool, the award fee must be material in amount; large enough ' o
for the contiactor to be incentivized to "achieve the carrot
at the end of the stick". The smaller the award fee, the
the more 1likely it 1s that the coatractor will lose his
motivation tc earn the fee becauyse, as one corporate officer

put it, "the trouble and expense is not worth the payoff." e
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It would appear logical to establish the Lase fee at as
small a level as possible, at or below three percent. A
CPAF contract in 1its true form would have a =zero base fee,
and maximize the award fee pool to gain the greatest motiva-
tional leverage over the contractor. Tne majority of
Government personnel interviewed indicated that the base fee
should te three percent, because it's "authorized in the
FAR," or "it appears to be the standard; three percent has
become a way of life." QOne Acquisition Branch Manager for a
major Navy project indicated that the size of the base fee
skould "depend on the complexity of the project. Tt should
be flexiltle between 1.5 and 5 percent depending on the risk.
The average is tiaree percent and it should be 0 percent only
with a stable product.” He continued that if the product is
truly stable, a fixed-price type of contract should be used.
The majority of the contracts examined by the researcher
contained a base fee of +three percent, with only one
contract having a zero base fee.

In the researcher's opinion, contracting officers afppear
to have lest sight of the basics. According to Dr. Meiners,
a noted specialist with CPAF contracts, "the base fee, when
originally conceived, was intended only to cover the

contractor's unallowable costs, which historically nave been
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two percent."® In the researcher's opinion, this naturally
assumes that there is a potential for the contractor to earrn
none of the fee available in the award fee pool. br.
Meiners also pointed out +that "tahere is no other type of
contract where funds are set aside specifically tec cover
unallowakle expenses." These expenses are normally covered
by the standara profit or fe¢= the contractor earns.

In the researcher's opinion, the use of a base fee is,
therefore, only for those situations where the Government
and the contractor are so concerned with and anticipate that
the contractor may perform so poorly that the contractor
will earn only the base fee. This would certainly be the

exception rather than the rule.

B. AWARD FEE POOL

How should funds which remain in the award <fee pool,
after the award fee determinaticn is made, be utilized? The
answer to this question is negotiable and should be reseolved
during the formation of the contract and contract negotia-
tions. Two options exist to bandle tine unearned award fee.
The first option is to have that amount not awarded lost as
far as the contractor is concerned. The second option is

referred to as a "roll over,™ where a percentage of that

4Interview conducted on 2¢ July 1934
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avard fee which was not earned by the contractor is rclled
forward to subsequent periods.

The contracts examined and personnel interviewed were
equally split regarding the roll over issue. Roughly half
of the contracts reviewed contained roll over provisions
ranging from 40 to 80 percent of the unearned award fee. O0f
those personnel interviewed, thcse who used roll over provi-
sions favored their wuse, while those who did mnot use rcll
overs feit very strongly against then.

Recent guidance from the Raval Material Command (NAVMAT)

is that:

Carry forward provisions for unearned award fees are
expressly prohibited (emphasis added) without prior
approval from Chief of Naval Material (CNM). Any
portion of available award fee not awarded during an
evaluation period is not transferable to another period
without CNM approval. [Ref. 17]

The researcher predicts that the impact of this recent
poiicy change will be to significantly reduce the use of
roll over provisions.

What are +the major concerms with the roll over issue?
To answer this question perhaps it may be appropriate to
exanine some of the advantages and disadvantages of roll

over fprovisions.
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Some argue that a roll over provision enhances the
ability to motivate or incentivize the contractor by making
the award fee pools in subsequent periods more attractive.
One Administrétive Contracting Cfficer (ACO) 1indicated that
the goal 1is to "“incentivize the contractor; if it takes
fifteen bites (at the apple), sc be it."

One Business/Finapcial Manager indicated that a
"roll over provides a levered fee at the end of contract
performance." This works particularly well with corntractors
who have multiple contracts., The roll over provision can be
used as a tool to protect one project against scme other
projects. This would be particularly true if those '"other
projects" were not award fee contracts or if award fee
contracts did not have roll over provisions.

Another Business/Financial Manager indicated that,
if a rcll over provision is not used, the tendency is for
the PEB to inflate the grades given the contractor. There
may be some truth to this assumption; however, supporting
2vidence could not be found. Alongy these same lines, the
assumption is that if a roll over provision were used, the
PEB would be more likely to give honest grades to the
cdntractor knowing that the "carrot and stick" effect can be
retained with the possilility to recover from the loss and

regain some of the lost award fee in subsequent periods.




Finally, an Acguisiticn Branch Manager indicated
that if the award fee pool were sigynificantly small as to
not motivate the contractor to the deqree desired, a roll
over provision would be desired. This would enhance the
award fee ©pool 1in subseguent periods in the hopes of

improving the contractor's motivation.

2. Disadvantages

Witbhout exception, all those personnel who did not
favor use of award fee roll over provisions did so because
they perceived the roll over to be a Wwgift +to the
coptractor®™ and allowed the «cc¢ntractor "multiple bites at
the applev. One individual even suggested that loss of the
unearned award fee was a larger incentive to the contractor.
The contractor would theoretically maximize efforts during
each evaluation period knowing that any award fee not earmned
would be lost.

A second disadvantage of roll over provisions 1is

ithat they +1end Lo cieate a "“iow wave! effect by pushing -
problems to a later date with the hope that the lost award b-
fee can be regained at a later date. The problem this o

creates is that often the number of unresolved issues
i becomes too large to manage effectively.
; An examination of one contract which did not use a

roll over provision provides scome additional information.
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TABLE 1

Examination of Award Fee Without Roll Over Provision

r 1

i i

| |

| i

| |

I !

| |

| |

| Award Fee Earned Onearned l ot

{ Period Pool Rating Award Fee Award Fee | )

| i -

i 1 $130,335 86% $112,088 $18,247 | !

i 2 86,890 qu% 81,0677 5,213 | N

] 3 88,173 95% 83,764 4,409 { "

| 4 87,909 94 % 82,634 5,27¢ | KR

i 5 88,259 95% 83,346 U,433 i e

| 6 261,640 95% 248,558 13,082 | -~

] TOTAL $743,206 $692,567 $50,649 { Lol

[ i .

l | g

L i | T
S

Table ' provides data over six evaluation periods <for the T

original contract. Tabie 2 contains the same data that o

appeared in Table 1 except that it has been modified by the g;

researcher to include a 40 percent roll over provision. As ;3

can be readily seen when comparing Table 1 with Table 2, the i

roll over provision quickly inflates the award fee pool. 1If iy

not properly plaaned <for, this inflation of the award fee T

pool can 1lead to what some personnel consider "excessive!
fees. Table 3 shows the impact on the same data in table 1
using an 80 percent roll over provision. As can be seen in
Table 3, an additional $30,000 in award fees are earned over
that shown in Table 1 Some of those interviewed consider

this a needless "give awvay".
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[ 3 L]
| l
! 1
| TABLE 2 |
| |
i Examipation of Award Fee With 40 Percent Roll Over |
! l
| |
| Lward Fee {
i Pool With Earned Unearned - i
i Period 40% Roll Rating Award Fee Award TFee |
| i
] 1 $130,335 86% $112,088 $18,247 |
] 2 94,189 4% 88,537 5,652 |
i 3 90,434 95% 85,912 4,522 ]
| 4 89,718 94 % 84,335 5,383 |
I 5 90,412 95% 85,892 4,529 |
] 6 263,448 95% 250,276 13,172 |
1 |
| TOTAL $758,536 $707, 040 $51,49¢6 )
i ]
| |
3. Ummary

What then is the ansver to the roll over issue? It
really boils down a judgement call. As indicated
earlier, NAVMAT's guidance exrressly prohibits the use of
roll over provisions without prior CNM approval. the

reader 1is of the school of

that the contractor

should never get another bite at the apple, then clearly
roll over provisions are never appropriate.
The researcher is of +the opinion that circumstances

may exist which favor use of rcll over provisions and this

option should be considered. An 80 percent roll over, in
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TABLE 3

Examinatinn of Awaid Fee RWit! 80 Percent Roll Over

Award Tee

Pool With Earned Unearued
Period 80% Roll Rating Award Tee Award Fee
1 3130,335 86 % $112,0838 $18,247

2 101,u88 4% 95,399 6,089

3 93,044 95% 83,392 L,652

4 91,631 94 % 86,1133 5,493

5 92,657 95% 82,024 4,633

6 265,346 5% -+ 252,079 13,267
TOTAL $774,501 $722,115 $52,386

P e b G e A e s - amen S Mre Gum by 5 Gt Bt M i man evs dume )
O T S el

the researcher's opinion, is tco nigh, FEtecause it enhances
the 3idea held by many that award fees are f'"give away
prograns". A 20 percent roll over may be too low to be
effective, Perhags a 40 or 60 rercent roll over provision
may be appropxiate. A study to determine the mpost Ycost
effective™ roll over is beyond the score of this thesis, If
a rell over is 1sed, consid-ration must be yiven tc¢ the
"inflationar factor" demonstrated in Tables 1 and 2, some-
thing which has not received adequate cousideration in the

past.
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Cne additional observation about the use cf zcll
over provisions may be appropriate. If the reader is prima-
rily concerned with cost control, then controllinjy costs
through the use of nc roll over provision is not the most
logical approach. Table 2 shows that the additional awacd
fee earned with the use of a 40 percent roll over provision
was $14,473 ($707,040 ninus $6%2,567), which is 1lese than
two percent of the original award fee pool. It would s<en
to be more 1logical tc focus cost control efforts at direct
lakor hours and other areas where the lurge dolliar expendi-
tures occur.

Of those contractor representatives interviewed, all
were in favor of roll over provisions, which should not be a

sSuIprise.

C. ZEVALUATION CRITERIA

Chapter II identified the evaluwation <criteria nmost
cormonly used as the adjective-type standard rating systen
which indexes a performance guality adjective and corre-
sponding explanation to a percentage ot the putential award
fee available during the evaluation period. Is this realiliy
the bhest way to structure +the performance ratings? What
considerations should be used in developing the evaluat.ion
criteria? These and other issues will be addressed in tais

section.
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1. Performance Rating

There are many rating glans being used today. No
two systems will be, nor should they be, identical. The
cystem selected must be tailored to the individual, wunigue
requirements and be that system which best fits the needs.
However, structuring of the rating plan can lead to ccnfu-
sion for both the contractor and Government personnel.
Consider tae foliowing exanfles, all extracted <frou
different contracts and all representing the highest
performance rating im the contract:

1. Sugperior Performance: Fepresents 80 to 100 percent
of the potential award fee. The contractor has

demonstrated an overall level of performance which

2. Superior Performance: Fepresents 86 to 100 percent
of the potential award fee. The centractor has

demonstrated an overall level of performance vwhich

substantially exceeds the contract requirements.

3. Superior Performance: Fepresents 86 to 100 percent
of the potential award fee. The contractor has
demonstrated an overall level of perforamance which
greatly exceeds the contract requirements.

4. Excellient: Represents 91 to 100 percent of the

potential award fee. The contractor's performance
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greatly exceeds the merely satisfactory level of
efforts. The evaluator cannot cite relevant areas

for improveaent.

5. Excellent: Represents 91 to 100G percent of ta=
potential award fee. The contractor's perfarmance
exceeds réquirements by a substantial margin. The

evaluator cannot cite relevant areas for improvement.
6., Excellent: Represents 86 +to 100 percent of the
potential award fee. The ccntractor's performance
greatly exceeds the merely satisfactory level of
performance. The evaluator cannot c¢ite relevant

areas for improvement.

-~
.

Outstanding: kepresents &

O

to 100 perceant oi the
potential award fee. The contractor's performance
exceeds the miuimuym by a substantial margin,; and the
monitor can cite some area for imprevement, most of
which are nirpor,

The first three examples above came from the same
rroject office, Dbut were in coatracts awarded to thrre
different contractors. This ied to some confusion withiu
the project office. Was Ysuperior" perforrance really 897
percent, or was it 86 percent? In addition, what's the
difference netween "exceeds'", TMsubstantially exceeds®, and

"greatly exceeds"? Furthermove, what's the difference

between "superion performarce”, "excellent", and
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"outstanding"? Fhat does it mean to "exceed the wmininum
requirements by a substantial margin"? If a contractor has
"some areas of improvement", is bhis performance truely
outstanding"?

Even the recommended evaluation standards systen
reconmended by NASA (discussed in Chapter II) raises some
questions and creates confusion. Consider the following:

Excellent: Represents 91 to 100 percent of the poten-—
tial award fee,. Performance is outstanding in mcst
respects, apprcaching the best that could be performed
by a gualified ccntractor. Contractor has greatly
exceeded gqualixy, schedule, output and overall
performance which would be expected of an average
contractor. Areas of deficiency a‘e very few and
relatively unimportant in aature. Contractox sunows
initszative in executing the job and invoking

imrrovements,

In the above example, the adjective rating is "excellent",
yet  the description reads "perxformance 1is outstanding ian
nost respects.™ Do "excellent" and "cutstanding" mean the
sawke thiag?

The problem appears to be one of symantics. What

may be "excellent" to one individual may not mean the same
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to another. In addition, the adjective ratings are rela-

tive; there do not exist any standards with which to rate or ;ﬂ

compare one “"excellent" rating with another. §
Still ancther area for confusion is the number of fi;

rating categories. Consider the following examples: ;

1. Contract Number 1
a) Superior Performance: 80 to 100 percent.
b) Satisfactory Performance: 53 to 80 percent. ;f
c) Marginal Performance: 20 to 50 perxcent.
d) Unsatisfactory FPerforuance: '0 percent.
2. <Contract Number 2 ;:"-*
a) Excellent: 91 to 100 perceant.
b} CGoed: 66 to 90 percent. -
c) Satisfactory: 41 to 65 percent. i”i
d) Marginal: 21 to U0 fpercent.
e) Unsatisfactory: 20 percent and Below. &
3. Contract Number 3 g
a) Outstanding: 86 to 100 percent.
b) Excellient: 75 to 85 fercent.
c) Good: 65 to 74 percent. !'}'?
d) Acceptable: 50 to 64 percent. v
€) Marginal: 30 to 49 percent.
f) HAinimal: O to 29 percent.

ln Contract Number 1 of the above examples, is an 80 percent w

score "satisfactory" c¢r "supericr®"? Are 51 and 79 percent




scores in Contract Number 1 Lke¢th “"satisfactory? 4is the

aymher of rating categories are increased from four in
Contract Number 1 to six in Contract Number 3, this confu-
sion is reduced. The greater thz number of rating
categories and the more specific each category is, the less
confusion thers is l1likely to ke.

If it is necessary to nge a combipation of adjective

e T

and numeric ratings, the researcher suggyests that the
percentages assigned to each category are flexible and pay
be adijusted. In addition, each category may be further
kroken down into "plus" and "“mninus" ratings. For exanple,
the "GCood" category in Contract Nuaber 3 above may be subdi-
vided as follows:

Good Plus: - 72 to 74 percent.

Good: 68 tc 70 pexcent.

Good Minus: 65 to 67 percent.
The particular structure chosen is strictly up to the
creativity of the Contracting Cfficer.

The rerformance rating exists only for the beuerit ;-
of the ccontractoln. The ratings give the contractor some-
thing with which to relate +the nurerical grades. In the i;,.
researchel s opinion, this can be accomplished with the Ef?a
criteria descriptior just as well as vith an adjectave

rating. Dy elimirnating the adjective rating and relyiag

strictly on the numerical rating, sore of the copfusion can
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ke reduced and the contractor cen decide whether an 89%9% is

"excellent" or "ouvstaandiagv.

It is possible to imirove on the rating rlans
cucrrently being used by eliminating the adjective descrip-
tions and increasing the number of rating categories. Such
an example would be as follows: [Ref. 87]

1. Represents 91 to 100 percent of the potertial award

| fee, The contractor's performance exceeds require-—

ments by a substantial margin. The evaluator cannot
cite relevant areas for improvement.

2. Represents 83 to 90 percent of the potential award
fee. The contractor exceeds 1in overall performance
requirements. The evalaator may cite one or more

i arcas for imgprovement but they are relatively minor

" in terms of potential frogram impact and *they are

- substantially offset by better performance in other }}fi

i areas, r

3. QRepresents 75 to 82 peccent of the potential award
fee. The contractor's performance meets all require- T
ments. The performance is neither significantly
superior nor significantly inferior. Areas of risk
are of no greater degree than would ordinarily be

) expected in the performance of a typical contract of i;'”

this size and complexity.
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Represents 67 to 74 percent of the potential award
fee. The <c¢cntractor's performance is adequate
although the evaluator may cite several areas for
improvement, these are cffset by better performance
in other areas beiny evaluated and deficiencies are
of a minor mnature. This level of achievement would
be the norm for contractors completing jobs and the
contract on schednle with reasonable gquality and
cost.

Represents 50 to 66 percent of the potenfial award
fee. The contractor's rperformance fails to meet all
requirements. There are areas of good or bhetter
performance but these are oiffset by lower rated
performance in other areas.

Represents 31 to 49 percent of the potential award
fee. The c¢ontent and quality of the contractor’s
performance are close tc beinyg adequate, although
there are many areas for improvement. No major defi-
ciencies are cited.

Represents 0 to 30 percent of the potential award
fee. The content and guality of contractor perfora-
ance in at least one area are deemed by the evaluator
to need substantial improvement. Contractor perform-
ance in the area being evaluated is considered to be

such that a potentially adverse impact is foreseen.
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The need for improvement 4is such that Governuent
action may be required.
It should be noted that as the number of categories is
increased, the numker of torderline comparisons also
increase. If the number of categories is too large, it then
becones ahproblem of being able to differentiate between 74

or 75 percent adequately.

2. ZPerformance Evaluaticon Criteria

—_— .

Structuring the perforrance evaluation criteria is
the heart of the award fee process. (Criteria must ke selec-
tively identified which, when irplemented, will truely moti-
vate the contractor. B numbher of the interviewees felt
strongly that the development of standardized evaluation
criteria should not be recommended. The Program Manager and
Contracting Officer must wmaintain flexibility to again
structure the criteria to the individual situaticn.
Standardized evaluation criteria would reduce the Progranm
Hanager's flexibility to manage.

Those individuals who draft the evaluation criteria
must tailor the c¢riteria to the individual contract. As one
Business/Financial Hdanager indicated, the first step in this
process 1s to gain an understan ing of the environment
unique to the individual contractor. This wmay likely

require a visit to the contractor's plant and interviews

g1




with key individuals. There are some things which the
contractor may be highly motivated to perforw without the
Government having +to ipncentivize the contractor. As
discussed in Chapter 1III, scme of these considerations
include M"extracontractual motivators" such as company
growth, an increased share of the industry market, a better
public image, carry-over benefits to commercial business,
greater opportunity for follow on business, and greater
shareholder expectations for future growth and profit. In
addition, the Goverunment does nct want to apply motivational
forces to a contractor for thcse things which the centractor
already does well. The Government aust consider the
contractor's indéividual strengths and weaknesses and only
incentivize the weaknesses. Hcwever, the Government should
ke ready to incentivize areas which might onow be strengths
tut become weaknesses at a later date.

A second c¢oncern 1is the number of evaluation
criteria to be used. One Program Manager indicated that if
"you 1incentivize everything, you end up incentivizing
nothing." The contractor cannot be overburdened with so
many different criteria wupon which to <focus management
talent that the contractor becowmes demotivated. As several
interviewees indicated, +there are generally three nmajor

categories to structure evaluation criteria around. The

criteria are:
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1. Technical Performance
2. Schedule
3. Cost Control

A fourth categyory of "“Managemert Performance! is often iden-
tified as a separate :« tegory ¢r is combined with Techmnical
Performance. Still a fifth category periodically used is
"Design to Cost". The consensus of opinion from those
interviewed is that the number cf categories used for evalu-
atien criteria should be liuited to three or four at the
maximum. The researcher believes that too manry eiements
will 4dilute the motivational effect of the award fee
concept, while too few elements will fail to adeguately

measure total contractor perforrance.

The perceived problems from interviewees with evalu-

- ation criteria currently being used are that they are not

weighted properly nor are they well quantified. Evaluation
criteria which are not well quantified leave too much room
for interpretation, and some individuals feel it leaves toog

+ L ol - 4
the evaluatiocn

(aid

BuCh rooh oL subjectivity. Tor example,
criteria in one multi-million dollar contract examined are

as follows:
1. Technical Performance: ‘The contractor shall te eval-
uvated as a System Prime Contractor (SPC) wunder this

contract bised on achievement and conformance to the

specificaticn. This shall include the evaluation of
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the contractor's performance of all design, fabrica-
tion, reliability and maiantainability, software,
integrated logistics suprort, system interface tests,
system integration, services, and system demonstra-
tions. The assessment ¢f SPC performance will also
te evaluated against 1lower indentured specifications
and the contractor's achievement of technical objec-
tives cited in management plarms.

Management:

a) The award payments for this area shall be base& on
the coatractor's achievements in Management.

b) The criteria to be utilized in determining manage-
pment performance will iaclude the effectiveness of
the contractor's management, working in assccia-
tion with the Navy, tc achieve an operational
systen. This includes the management of inter—
faces with various Navy activities and Gevernment
Furnished Eguipment (GFE) suppliers. The specific

areas to be reviewed include the following:
1. Management of GFE;
2. Relationships with associate contractors;

3. Configuration management;
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4. Effectiveness of forecasting potential prob-
lems and 4 suggested resolution to minimize

program impact; aad

S. Compliance with Interface Control Documents

(ICD) -

3. Schedule:

a)

b)

The award payments for this area shall be based on
the contractor's achievements in providing the
necessary management controls and assets to accom-—
plish the delivery of data, bhardware, soitware,
training, maintenance, support items and the
assistance to the ¥avy in in maintaining total
program schedules.

The award fee evaluation reiative to delivery
shall consist of a review of the following

criteria:

1. Delivery of all contract data requirements in

accoerdance with +the contract Data Requirements

2. Achievement of scheduled design, fabrication,
tests, system integration, and demonstration mnile-

stones (within the projected prougram schedule).




3. Recognition of potential delivery problens,
recommendations as tc¢ resolution and successful
attainment of agreed upon methods of resolution to
minimize program impact.

4. Cost: The award payment for the area shall be tased
on the contractor's ability to managye the costs on
the TFulil Scale Development Program including cost
reports and the ability to implement cost avoidance
measures.

5. Design to Cost: The award payments under this area
shall be based upon the contractor's achieveaent of
the objectives of the Design to Cost Plan.

Much of the c¢rlticisu concerning CPAF contracts
today stems from the belief by many that the determination
of multi-million dollar award fees is too subjective. The
evaluation criteria when not well-defined, as in the example
above, highlights just how subjective this determination can
be. This criticism «can be reduced by better defining the
evaluaticn criteria and lending a degree of objectivity to
the evaluation, or at least ©becoming less subjective. An
example of better defined evaluation c¢riteria will be given
at the end of this section.

The Government has the ability in the contract te

shift evaluation «criteria weights frem one period to the

next. It is the general <feeliny among those interviewed




that this flexibility is not keing utilized to the maxinun
extent [fpossible by those using CJPAr contracts. In the
Concept Exploration phase of a system's development, tech-
nical performance may be the most important evaluation
element and should be weighted high, perhaps 50 percent.
Schedule rperformance and cost ccntrol may be less important
and maragement performance may be so unimportant as to be
weighted at 0 percent. However, as the product moves into
producticn, management performance becomes more important as
the transition is made from development to producticn. It
nust be remembered +to change the weightings to reflect the
changing conditions. The problem with shifting the evalua-
tion criteria weights are first to determine how the weights
are to ke shifted, and secondly, to make the decision and
inform +the contractor in a timely manner to allow the
contractor time to respond and make the necessary adjust-
ments within the organization prior to the start of the
evaluatica period. This is often difficul* to accomplish
and as one Business/Financial Manager pointed oat, this
flexibility is often not utilized by the Program Office.

As one seulor manager who formulates policy indi-~
cated, cost control is always of major concern. Some of the
criticism of CPAF contracts in recent months has arisen from
the concern that cost control has not received enough atten-

tion and weight in the evaluaticn criteria. The suggestion
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vas made by the researcher that guidance be promulgated
"highly recomamendinyg" that cost control be given consider-
able weight relative to the other evaluation <criteria.
Without exception, 2all those interviewed strongly rfelt that
this was not proper. The Program Manager must be able to
remain flexible in order to tailor the criteria to the situ-
ation. However, the consensus vwas that cost control should
always be an evaluation element. NAVMAT also requires that
cost control always ke included as one of the evaluation
criteria [Ref. 17].

If it is not desired to standardize the welght given
to cost contreol, perhaps it may be approririate to identify
evaluaticn criteria which should be recommended for use. It
is interesting to note thé* guidance does not exist which
even identifies the evaluation criteria which must be used
for cost control. This flexikility also rests with those
who tailor the criteria to the unigue situation.

Another idea was sudgested that a mathematical nodel
be developed' which would idertify the weighting to be
applied to cost control. The development of such a model 1is
beyond the scope of this thesis. However, some thoughts on
the sulkject are appropriate. There is some value to giving
cost more weight (i.e., 30 to 40 percent) becauase it Qemon~
strates to the contractor that costs are of interest. In

the researcher's opdnion, the damger 1lies in that the
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contractor may taen decrease manajemcut aitcntion on tech-
nical performance or the schedule effort. Ais Dr. Meiners
pointed out "ccst is a function of cogt.”™ Cost would not be
an independent variable in any nathematical model. Cost is
dependent on both schedule and technical reguirewments.
Costs zay ke Dbetter controlled by placiag wmore eumphaxsis on
schedule. As the sSchedule imprceves, lower costs will gener-
ally result {rom reduced direct laber hours #nd overhead
charges. Work generally appeais to expand by the amount of
funds the Government has, The longer the contract is ir
place, the higheyr the costs teud to be.S

auile the FAR 1s specific in requiring the inclusion
of the evaluation criteria in the contract, it does not

indicate that it is mandatory that these criteria be negoti-

ated with the contractor. The researcher can see advantages

to not negotiating the evaluaticn criteria. However, if the ;i}
contractor's fee is dependent upon how well the evaluation Sir
criteria is written and understood, it is evident that the EE?
contractor would have a vested interest in the development :ﬁé
of the criteria. As such, the contractor shouig, as a T

minimum, be authorized to provide some input into the devel-

cpwment of the evaluation criteria.

]

.

SInterview conducted with Dr. Arthur C. Meiners, Jr., on é*:

26 Jvly 1984. e
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It was the consensus from these interviewed that

there is no cookbook solution to the formulation of evalua-

tion c¢criteria. Each set of criteria must be individually
tailored to the wunique situatian. However, it 1s agpro-
priate to examine major censiderations  to use when

formulating well-defined evaluation c¢riteria. These consid-
erations are provided in Appencix D for review. Appendix D

identifies three evaluatior criteria which are reccmmended

for use by the researcher. These criteria are technicaly
management performance, schedule performance, and cost
performance. ITn addition to these c¢riteria, major areas of

consideration are identified for each of the three criteria,

which could be wmodificd for any of the eighteen contracts
reviewed. The more detailed the evaluation criteria, the

easier it becomes to be somewhat objective in a process
which is inherently subjective. The 1less subjectivity
involved with the award fee determination process, the less
there will re criticism. This subjectivity can be reiluced,
in the researcher's opinion, ty increasing the nunber and
detail of elements when evaluvating performance in each
criteria.

If a fourth evaluation element is to be used, it
should be logistics supportability, recognizing integrated
logistics support equal ian importance to cost, schedule, and

technical performance. Although previously not used to
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evaluate contractor performance, loylstics supportability is
receiving increased attentisn and visibility. Where agppro-
priate, major considerations in structuring evaluation
criteria for logistics supportalkility include: [Ref. 88]

1. Maintenance Planning: The contractor should partici-
pate in the process to cvolve and establish mainte-
nance concepts and requirements for the lifetime of a
material system, and this participation should be
evaluated.

2. Supply Support: 111 mapagement actions, procedures,
and techniques used to determine requirements to
acquire, catalcg, receive, store, transfer, issue,
and dispose of second;ry items should be evaluated.
This includes provisioning for initial support as
well as replepishment sugply support.

3. Support Eqguipment: The contractor should participate
and he evaluated in the identification and acquisi-
tion of all egquipment (mcbile or fixed) required to
support the operation and maiatenance of the material
system. This includes associated multiuse end items,
ground handling and maintenance egquipment, tools,
calibration ejuipment, test equipment, and automatic
test egquipment.

4. Technical Data;: The contractor 'should be evaluated

on the conpieteness, accuracy, and timeliness of
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technical data provided to support the systen. This
includes recorded inforunation regardless of <form or
character (such as manuuals and drawings) of a scien-
tific or technical nature. Computer prograems and
related software are not technical data; however,
documentation c¢f computer programs and related soft-
ware are. Also excluded is financial data and other
information related to ccocntract administration.

Packaging, Handling, Storage and Transportation: The
contractor should be evaluated on tke resources,
processes, procedures, design considerations, and
rethods utilized to ensure that all system eguifpment,
and support items are preserved, packaged, handled,
and transported properly, including environmental

considerations, equipmert preservation requirements

for short and long term storage, and
transportability.

Design Interface: The relationship of logistics
related design parameters, such as reliability and

maintainability, readiness, availability, and surport
resource reguirements should be evaluated. These
logistics-related design parameters should be
expressed in operatiopal terms rather than as
inherent values and specifically relate to systen

readiness ob jectives and support costs of the

material systen.
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In summnarcy, the development of <the evaluation
criteria cannot be accomplished in a vacuun. An evaluation
of the contractor's strengths and weaknesses must be
completed, with the weaknesses highlighted in the evaluation

criteria.

D. EVALUATION PERIOD LENGTH

The Naval Material Commaand (NAVMAT) specifies thlat
generally, each performance evaluation period will not be
yreater than three montns [Ref. 89 ]. How long should the
award fee evaluation period be? What criteria should‘be
used in making this determinaticn? These criteria have yet

to be formalized and published as guidance.

1. Deternination Criteria

Before it is rossible t¢ answer the first Jjuestion,
it is necessary to examine the criteria useld in selecting
the length of the evaluation period. These elements, as
identified in several interviews, in no particular oruer of
importance, are:

1. Projected length of the contract;

2. Contract complexity;

3. Size of the contract; and




e
T,

4. Administrative reguiremects.
a. Projected Leagth of tae Contract

The estimated length of contract performance is
one of the key elements in selecting length of the evalua-
tion periods. If a contract is expected to run for unine
months, such as in the overhaul of surface combatant ships,
then three month evaluation periods are almost mandated ia
the researcher's opinion. This gives the Project Officer
three data points with which tc evaliuate cost and perxform-
ance trends, as well as provides flexibility to twice adjust

evaluatien criteria weightings, if necessary, to redirect

r

Fu

the contracter's efforts. On
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he other hand, in th
a contract which is expected to last longer (i.e., 18 to 36
months), it may be appropriate to extend the interval of

evaluation periods to perhaps fcur, six, or nine months.
b. Contract Complexity

As one Business/Financial Manager indicated, in
a complex contract with many events and key milestones
occurring quickly, the longer the wait bLetween evaluation
periods, the 1increased probability that critical problem
areas will not be highlighted and brouyght to mapnagement's
attention in a timely nmanner. If there are delays or

significant problems which go undetected, this will result
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in a bow wave effect and impact subseguent c¢vents in future
periods.

As anrother Business/Financial Manager indicated,
another consideration is that events which happened mnore
recently and are fresh in the minds of performance evalua-
tors will tend to bias the evaluation. This appedars to be
true for all evaluation periods of considerable dJduration
(i.e., six months or more), but is pavticulariy evident with
more complex prograns. This problem wmay be reduced by
shortening the length of the evaluation period to three or
four months. The researcher suggests that a creative CPAF
contract may have variable length evaluation periods if the
amount of work to be done in some periods is less thamn in
others., Such a situation may occur in a vesearcih and devel-
orment contract when the initial effort is small conpared to

other periods.
C¢. Size of the Contiract

The general rule of thumb appears to be, from
those interviewed, that the larger the size of the contract,
in terms of target «cost and award fee pool dollars, the
shorter the evaluaticn period should be. This thought steas
from the <fact that the Proygyrar Managers are custodians of
publié funds and the kelief by many that CPAF contracts are

really "give away" proygrals. The more frequently the PEB
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meets and the FDPO provides feedback to the contractor, the
better "upper managerment" and the "watchdogs™" feel alouti the
job ©beiny performed because 1t appears that the Prcyrad

Manager is maintaining tight cortrol over the project.

d. Administrative Requirements

Most interviewees fcr this study were in agree-
ment that CPAF contracts are the most difricult contracts to
administer because of the increased administrative burden in
terms of manhours required to monitor performance, gather
the PEB together for deliberaticaos, and to publish the IDO
findings. One individual even went as far as to say that
“award fees double the complexity of adwinlsieling
contracts.,

The award fee provisions force Goverament repre-
sentatives and managers to pay closer attention to the
contractor and understand both the contractor's actions as
well as the contractoer's strengths and weaknesses. There 1s
not much rooa for doubt on the part of Government represen-
tatives, Government managers wmust be sure of their fposi-
tions, more so than with any other type of contract. As one
Cost Analyst indicated, wunigue features of CPAF contracts
require that Government personnel spend mor2 time in adain-

istering CPAF contracts.
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The time spent in  wmonitoring perforamance cannot
e reduced. Howeve;, the time spent in preparing testiawony
for the PED, the PEB deliberations, anpd adaministrative
requirements o¢f the FDPO can e reduced by extending the
evaluwation pericds.

Still ancther problea of short (i.e., three
months) evaluation periods is  timely feedback to the
contractor early enough to =modify the contractor's perform-
ance in subsequent periods. NAVMAT's guidance is that the
Avard Fee Board (PEB) shall meet as "reasonably close to the
end of an award fee period as possible" [Ref. 90]. In
reality, this wmeans two to three weeks (10 to 15 werking
days) aLter the end of.the evalvaticn period. The following
sequence of evenits was extracted from one contract reviewed,
and is typical of most countracts:

1. Withzin fifteen (15) days from the receipt of testi-
nony and input to the PEB, the Board shall prepare
the performance evaluaticn and present it to the FDO.

2. Eithin five (5) days from receipt of that evaluation,
the FDO shall submit to the Contracting O©fficer his
determination of award fee.

3. Within five (5) days frecm receipt of that determina-

tion, the Ccntracting Officer shall notify the

ccntractor in writing of the FDO's determinaticn.

e
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4, Within five (5) days frcm receipt of the Contracting
‘ Officer's notification, the contractor may submit to
the Contracting Officer any exception with ~respect
- thereto. In support of his reclama, the contractor
l pay furnish a written description of his performance
during the period under consideration. This descrip-
tion shall clearly identify specific evaluation

categories, factors, elements, and the contractor's.

BN

own rating thereor.

5. Within five (5) days from receipt of the contractor's
reclama, the Contracting Officer shall submit it to
the FDO:

6. TWithin ten (10) days frcm receipt thereof, the FDO

shall provide to the Contracting Officer a final

CRY T

perforrance evaluation {(underline provided by

researcher) and determination of the award fee.
B 7. Within five (5) days fronm receipt of the final deter-
mination, the <Contracting Officer shall notify the

coniractor in writing of that final determination.

8. Within five (%) days frcm the date of this notifica-
tion, the Contracting Cfficer shall issue a unilat-
eral modification to the contract to provide for the
award fee.

If the akove segquence of events were followed,

the contractor would not receive formal written notification
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of +the FDO's £final performance evaluation until 50 days
following the deliberations of tue PE3. This is c¢learly too
late to modify the contractor's performance in a three month
(90 day) evaluation period; With over 50 percent of the
subsequent period past, the contractor would not be given an
opportunity to modify performance in response to the last
performance evalgation and any shifting of weights for the
evaluaticn criteria. It can be argued that the contractor
knows well in advance of the FDC's final performance evalua-
tion where imnprovements are pneeded through informal lines of
conmunications. HKHowever, iif the FDO's final evaluation aoes
not agree with the informal ccmmunication, then needless
energy and rescurces have been expended and “he contractor
may in fact become denctivated.

Even if the contracter is informed of the FDO's
determinations at the conclusicn of the PEB deliberatioas,
15 to 20 percent of the next evaluation period could have
expired if the PEB deliberations were lengtay or the PEE met
in the third week of the new period.

.In the researcher's opinicn, one solution to
this problem appears to be to have the PEB meet during the
last ten working days of the evaluation period and encourage
the FDO to be a member of +the EEB. The FDO should then he

in a position, after hearing all the testimony, +to provide

the contractor with a "prelimirary" determination in terms




of what areas the ccntractor should focus his attention on
in the following perioed. Some FDOs may be reluctant to
provide a '"nrelimipary" determination. However, if the
contractor accepts the preliminary determination as just
that, and recognizes that it is not binding on the FDO, this

reluctance should not be a problem for the FDO.

2. Determining the Evaluation Period Length

What then 1is the answer t©o the question "how long
should the awvard fee evaluation period he"? There 1is no
cookbook solution. The Program Manager must retain flexi-~
bility 4in this determination and reach a decision after
evaluating all the f"pros" and ‘*cons". The majority of
opinion from those interviewed favor +the three month, or
guarterly, evaluation period. One Business/Financial
HManager rerferred to as the WPR effect™ (or Quarterly

Performance Review):

Things happen just prior to tie QPR.... Correspondence
is responded to.... Performance imnproveS«... Physical
actions take place.... Modules get moved.... -Prchlenms
get resolved.... The QPR effect resuylts in action.
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E. TEE COMPNTATION FCRMULAS

How should the award fee Dbe computed? Three different
methods were utilized in the various contracts reviewed and
will ke discussed in this secticn.

The first method is similar +to that which is reccmmended
in the FAR (see Appendix C for review). This method calls
for each evaluation category to be multiplied by the appro-
priate rating percerntage. This earned percentage for eaca
category is then totaled. This <factor is again multiglied
by the amount available in the award fee pool to determine
the earned award fee amouant for that evaluation periocd. In
the researcher's opinion, the one weakness in this method is
that the contractor iz rewarded for unsatisfactory periora-
ance through the award of some awmount of fee, although the
awvard fee may be small in amcunt.

The second methaod obserxved in onme Progran Office is
quite complicated and inveolves numerous mathematical deriva-
tions. Prior to discussing the formula for the award fee
determination, some definitions and supporting formulas must
ke clarified:

1. The Quarterly Award Fee Fool (QAFP) consists of the

summation of a Primary Award Fee Pocl (PAFDP) and a

keallocated Award Fee Pocl (RAFP).
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2. The PAF? available during any evaluation period shall
be derived by determining the progress amade by the
contractor during the evaluation ©period. The prog-
ress shall be determined by dividing Lhe cumulative
Budgeted Cost of Work Performed (BCWP)® to date by
the total Budgeted Ccst at Completion (BCC) 7
including Reserves, as taey appear on the Cost
Performance Report {(CPR) . This percentage will then
be applied to the contract Total Award TFee Pool
{(TAFP) . The TAFP is defined as +the sum of the Lase
fee and award fee. From this total will be
subtracted the sum of the PAFP pools that were avail-
able through the previous evaluation period to deter-
mine the PAFP availalle for the period teing
evaluated.

3. RAFP: Of the unavarded (AFP during any period, forty
percent will be reallocated to the remaining pertion

of the contract. Each guarter a pertion of this

6Budgeted Cost of Work Perforumed (BCWP) is defined as
the Dbudget applicable to the work actually accomplished.
BCWE is determined by adding ufp the budgyets of those work
packages which have been comnpleted along with an estimated
amount of budget for the completed work in open work
packages.

7Budgeted Cost at Completion (BCC) can be defimed as the
budget applicable to the work scheduled to be accomplished
within a given time frame. BCC 1is determined by adding up
the hudgets applicable to work packages scheduled to be
accomplished.
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amount less the sum of all RAFPs from previous guar-
ters will be allocated based on the progress mnade
during the quarter compared to work remaining in the
contract.

When the QAFP and PAFP have been computed, the award fee
to be paid to the contractor fcr any period can be computed
by multiplying the QAF? by a factor (Fn) and suktracting
0.20 of the PAFP. The Fn is set by the FDO based on the
evaluation of the contractor's performance by the PEB. In
no case will the award fee be less than zero.

The above example of award fee dJetermination was
extracted from a contract with a three percent base fee and
a forty percent roll cver provision for unearned award fee.
The subtraction of 0.20 of the PAFP in the above paragraph
was meant to offset the effects of the base fee. The same
effect could have been achieved by reducing the size of the
base fee to something between zero and one percent.. In the
researcher's opinion, the weakness in the above approach is
that it is cumberscme and time consuming; all the records
and formula computations were maintained by hand on a single
data sheet. In addition, the ©process could also be
confusing to both the contractor and Sovernment representa-
tives, raising gquesticns ia soae individunal's pinds.

The third, and most popular, method observed for deter-

mining the amount of award fee used a basic formula which
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the researcher has wmodified into a generic mathematical

formula. This formuia can be elpressed as:

(Rating - A)/ B x 100 = Award Fee Percentage (4.1)

In equation U4.1 the "A" represents that maximum threshold
which 1is considered to be unsatisfactory performance; }ﬁj
whether it be 20, 30, or 40 percent. The "B" is simply 100 S

ninus "AY" so that if "A" were 20 percent, "B" would ejual 80

r-‘ r
vl-. N
Y
WP PO :

percent.

It is easy to understand why this last method is the i;;
most popular. It is relatively easy to understand, leaves ;ii
little room for confusion; and does not award the contractor ;ij
for uwnsatisfactory performance. if a performance rating of ;;?
30 percent or below vwere deemed unsatisfactory, the - iﬁ%
contractor would simply not be entitled to any award fee for ;i;

.

a rating of 30 percent or below. Rt

F. CONCLUSION

This «chapter examined pre-avard activities and the s
development and structuring c¢f contract elements which
influence the award fee determiration process. In examining ~-1
the determination of +the base fee, it was discovered that

when originally conceived, the lase fee was intended only to

114



cover the contractor's unalliowakle costs. Unallowable costs

are normally covered by the standard profit or fee the
contractor earns. Therefore, any base fee which is above
zero should be the exception rather than the rule and should
te used only for those situations where the Government and
the contractor are sc concerned with, and anticipate that
the contractor may perform so poorly that the contractor
will earn only the bace fee.

Funds which remain in the award fee pool, after the
award fee determinaticn is made, <¢an be handled in one of
tvo ways. These funds can either be "lost" as far as the
contractor is concerned, or a percentage of that award fee
wvhich was not earned by the contractor can be rolled forward
to subsequent periods. Advantages and disadﬁantages of each
option were examined.

The development of the evaluation criteria cannot be
accomrlished in a vacuum. An evaluation of the contractor's
strengths and weaknesses must be completed, with the weak-
nesses highlighted in the evaluation criteria. The four
criteria recommended by the researcher were technical/
management performance, schedule performance, cost perform-
ance, and logistics supportability. Major considerations in
developing the evaluation criteria were also revieved and

examined.

115

WES

'
e

[N A
PO VN

i

N -



In discussing the length of the evaluation period, four
elements where 1identified which must bDbe examined pricr to
determining aow long the evaluation period should be. These
four elements are projected length of the contract, contract
complexity, size of the contract, and administrative
requirenents. The majority of those interviewed favor the
three month, or quarterly, evaluation period.

Finally, three methods were identified with which the
award fee could be conmputed. The third mzethod, represented
in equation 4.1, is recommended by the researcher.

The next chapter examines those functiorns involved with
administering CPAF contracts and activities which impact on
the award fee determination rrocess. The chapter will

conclude with a section dedicated to datastrend analysis of

award fees in those CPAF contracts reviewed.
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V. ISSUES IN ADMINISTERING COST-PLUS-AWARD-FEE COJTRACTS

A, INIRCDUCTIORN

Now that the pre—-award contract award fee considerations
have been reviewed, it is approjriate to discuss thcse post-
award (or contract administraticn) functions and activities
which impact on the award fee determination process. These
functions include the Perforaance Evaluatior Board composi-
tion and proceedings and the authority oZ the Fee
Determination Official. The chapter will conclude with a
section dedicated to data/trend analysis o¢f awaréd fees in

those CPAF contracts reviewed.

B. PERFORMANCE EVALUAIION BOARL COMPOSITION AND PROCEEDINGS

It is <Zirst aprropriate to discuss the Performance
Evaluation Board's (PEB) composition prior to discussing the
proceedings of the Lboard. ¥ho sits in on the Dboard's
proceedings? Who should be represented on the board? These

and other questions will be addressed in the next few

paragraphs.
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1. Copposition

Naval Material Command guidance on the composition

of the PEB is clear [Ref. 91].

Award fee contracts shall include a provision for amn
Awvard Fee Board (AFB) wkose primary function will be to
recomnend to the FDO an awaid fee for each award fee
performance period. The recommendation will be stated
in terms of a percentage to be applied to the award pool
for the period being evaluated. Members of the AFB
shall te designated by functiomal job title and shall
include representatives of various disciplires Ekaving
significant association with the work Dbeing performed,
i.e., Engineering, Quality Assurance, Finance,
Production, Contracting, Test and Trials, etc. Up to
25% of the AFB may be comprised of personnel who are not
associated with the contract effort involved. The FDO
may be a member of the board, in which instance the FDO
will be the chairperson.

It is interesting to note that while the NAVHAT
guidance authorizes up to 25 percent of the PEB to be
composed of personnel who are not associated with the
contract effort, it does not require the PEB to have
Government representation <from +the contractors ou-site
office. In one contract reviewed, the PEB was composed of:

1. The Contracting Officer or his appointed Government
representative;
2. Six technical representatives irom the Naval Air

Systems Conmnand;

3. Three representatives of the Program 0Office;




ST

4. Two technical representatives of the Naval Sea
Systems Command; and
5. One representative of the Naval ZEliectronics Systems
Ccmmand.

The researcher finds it difficult +to understand bow the FDO
can receive a fair and egquitakle evaluation from the PEB
without having on-site representation! With the excertion
of one of the eighteen contracts reviewed, all the other
contracts had on-site representation on the PEB, and all
personnel interviewed, with the one exception, agreed that
PEB on-site representation is critical to the success of the
program. A representative of the one contract which did not
have on-site representation cited "Prograam Manager's judge-
ment" as the reason for the lack of well-balanced represen-
tation. As one Business/Financial Manager indicated,
"on-site representation reduces needless criticism and prob-
lems for the PEB." TUhile nearly everyone agreed that
on~site representation was necessary, it was not clear as to
the positions and backgrounds these representatives should
have. Scme advocated that it was only necessary to have the
head of the on-site office as a member of the PEB; while
othkers advocated more balanced representation in terms of

specialty areas (Quality Cortrol, Production, Finance,

etc.).
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Generally, all members cf the PED are professionally
competent senior Government managers. One contract vent so

far as to specify the composition of the PEB by subdividing

the board into voting and non-voting members. The seven
voting nembers consisted cf the Program Manager,
Administrative Contracting Officer, a customer representa-

tive and members from both the Systems Conmmand and on-site
office. Non-voting members were to be assigned by the
Chairperson (Proyram MNanajer) of the PEB to assist in the
proceedings and could consist of:

1. An evaluation coordimator who handles all administra-
tive actions fer the PEB meeting to include:; setting
up the nmeeting, assembling category rerreserntative
reports and other pértinent information for Loard
members, serving as the point of contact with the
contractor and preparing a draft performance evalua-
tion letter to the FDO fcr the PE3.

2. The recorder who prerares pinctes of the PEB
neetings.

3. Category representatives who analyze monitor rerports
and present findings to the PEB.

4, Legal counsel (if desired by the Chairperson).

The researcher can see advantsges (and no real disadvan-

tages) to including ncn-voting xembers on the PEB. It would
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2.

certainly expedite the proceedings and provide clarificataion

where needed without having to adjourn the peeting.

Froceedings

Naval Material Command guidance on the PEB proceed-

ings are somewhat generai [Ref. 92].

The PEB shall meet as reasonrably close to the end of

an award fee period as possille. Timely determination
of award fees is one of the upmost importance in making
the award process work. The board =shall receive

reports, both oral and written, as considered necessary,
from all interested parties. A report will be presented
the contractor. The PEEF is emcouraged (emphasis

——————

added) to invite contractors to be present during the
presentation of these reports.

At the conclusion of the 2ER meeting, the board
shall, Ju clused sSessivn, d€rfive a final overall score
by category, i.e., technical, management, cost, etc.,
and report its recommendation includaing formal written
rationale for the score to the FDO.

Most PEB proceedings reviewed followed basically the

sane format, A typical seguence of events for the conduct
of a FEB meeting would ke as follows: [Ref. 93]
1. Fertinent information for each voting mwmember should

be assembled. This information should include:

a) Representative and monitor reports;

b) A summary of the impact of scoring on fee determi-
nation. This should include a breakdown of data
by rating, award fee percentage, and correspondinyg

deollar value for the award fee.
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c) 2 copy of previous period PE recommendation
letters.
d) A copy of the performance ratings and criteria.
e) L list of key milestone events for the period.
The contractor is normally invited to attend the
first and second segments of the PEB meeting.
Attendance is generally limited to a few key manage-
nent personnel. Documentation used by the bhoard is
not, nor should it be, made available to the
contractor.
The first segment of the PEB meeting, <for participa-
tion of contractor personnel, normally consists of a
presentation by the contractor, if desireq, followed
by questions presented to the contractor resulting
from board members review of Government and
centractor input. All representatives' presentations
for each category the contractor wishes to address
should precede questions to the contractor. It is at
this point that the contractor's active participation
in the PEB should be completed.
The second <segament of the PEB meetiny generally
consists of a discussion 1led by predesignated
Government representatives as category leaders of the
perztinent points. This segyment may be attended by a

top contractor management vepresentative, usually
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above the program supervisory 1level, but should not
include further ingut by the contractor. The discus-
sion usuwally begins with a sumamarization by the
category leader with a reccmmended score, followed by
conments from other board meabers. The contractor
representative who is gpresent during this segment
assumes a passive role.

The +third segment of the PEB meeting generally
consists of determining performance ratings for each
score and finalizing a recommendation letter which
supports the ratings. The contractor is not +to be
present during this segment. Any discussion of
performance should be to justify a recocarended score,
but should not present any new information. Previous
rperiod letters are to ke reviewed so that members are
avare of previous ratings given in order +to be atle
to highlight Aimproved areas or cortinued problenm
areas in making the evaluation of performance.

Each category leader then summarizes tae ZILacts from
preformance ratings established during negotiations
and presents an adjective rating.

The scoring prcoccedure is either by member negotiation
{majority opinionr) or averaging. Neither method is

recommencded over the other; however, consistency fronm

cne period to the next should he maintained. The




systemr chosen for use shculd be a part of the imple-
mentation plan. In accordance with a pre-established
scoring sheet, the final rating 1is the weighted
average of +the category scores. The PEB generally
remains in session untii a final 1letter is agreed
upon by the voting members of the board for the FDO.
Gne Project Manager has developed a set of unwritten
rules for the conduct of the PEB proceedings. These rules
are arplicable to any PZB evaluation process anad should be
observed:
1, Board members do not intimidate witnesses;
2. Board members do not reveal +to one witness what
another witness said;
3. Witnesses do not discuss their testimony with anyone
else, including other wiinesses;
4. WVitnesses testimony must be limited to the evaluation

period with no reference to the events outside the

period.
All PEB members interviewed indicated that, although not
formalized, there was general agreement that the above

guidelines were foliowed in most instances.

The above sequence of events discussed for the PE3
proceedings were comumon to all contracts reviewed, with one
exception. The one difference of opinion centered around

step twvo. Some Project Managers and Business/Financial
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Managers rfelt strongly about not having a contractor repre-
sentative present during presentations by the Government
witnesses. It was felt that contractor representation would
tend to intimidate the witnesses. Others indicated that
this was not a concern. The researcher does not take a
position favoring either side of the issue. On the omne
hand, 4intimidation of the witness may be a possibility.
However, if the witnesses are professionally competert,
senior managers within the Government's on-site office and
know that they have the support and backing of their super-
visor who expects them to be honest and present a true
picture of a contractor's perfcrmance, intimidation should
not te of concern. In addition, having the contractor
representatives present during the testimony aliows serior
contractor managepment to receive feedback '"straight from the
horse's mouth". This represents just one more opportunity
to open and strengthen the line of communication between the
Government and the contractor. The decision whether to
allow contracteor —representatives +to he present during
Government witness testimony shculd remain with the discre-
tion and better business judgement of the Project Manager.
Cne concern ccmaon throughout all PEB members inter-
viewed was that the testimony from Goverument witnesses

during the presentations and discussions too often did not

agree with or support the grade reconaended. Witnesses are
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generalliy mid-grade Government employees who work with the
contractor on a daily basis. One of two situations gener-
ally existed. The first is that the grades recommended were
often too 1low compared to the written input to the board.
For exanple, a recommended grade of 70 percent would be
accompanied by a description that indicates "performance is

coatstanding in most respects, with a few areas of major and

minor deficiencies", The seccnd situation encountered is
just the opposite, where a recommended high grade Ais
supported with a relatively weak narrative description.

The obvious solution to the problem described in the
above paragraph is a formalized training and education
process for those who provide testimony to the PEB.
Witnesses must realize the impact their testimony has on the
PEB's proceedings and the eventual determination of award
fees. This training should include how to write evaluations

which support the reccmmended grade.

C. AUTHORITY OF THE FEE DETERMINATION OFFICIAL

An examination of the last key element in the evaluation
of the fee determination process is appropriate; that is, an

examination of the ©rele and authority vested in the Tee

Determination 0fficial (FDO).




Role of the Fee Determination Official

The FDO is the single most important individual in
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the fee determination process. In all contracts examined,

the FLO was the Project Manager. In the arena of major

weapon systems acquisition, it is logical for the Project
Manager +to assume the role of the FDO. This function

provides the Project Manager an additioral opportunity to

i N E

"stay on topr of the project" and be effective as the manager
cf the project. BEvery person interviewed indicated that an
. effective Project Manager wculd want to assume this

function.

S
o

As discussed earlier in this chapter, the FDO may or
;i may not be a member of the PEB. If the FDO is a member of

the PEB, then the FDC will assume the additional responsi-

bilities of PEB Chairgperson.

L
ﬁu 2. Ahuthority of the Fee Determination Official tt;
o Ny
rjﬁ The Naval Material Ccmmand vests the <following ﬁﬂ
- B
D authority in the FDO: [Ref. 34]. ;"%
.’.' - =
b ﬁ%
Fj{ The FDO shall, based on the recommendation of the PEB :ﬁ
- and any other pertinent infcrmation known, determipe IS
L (emphasis added by the researcher) the award fee for the v

- period in guestion. _
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The final award fee determination rests with the FDO, and
only with the FDO.

The findings of the PEB are only recommendations to
the FDO, The FDO is not bound to follow the recommendations
of the PEB, and may in fact modify the amount of the award
fee based on "other pertinent information". dow often does
the FDO disagree with the recommendations and input from the
PEB? In apalyzinyg interviews conducted, the answer to this
guestion really depends on whether or not the FDO plays an
active role in the PEB. If the FDO is a member of tue PEB,
all of the concerns of each memler, including the ¥DO, are
expressed prior to the determination of a grade. If the FDO
disagrees with a determination, at least +the FDO sat im on
the PEB proceedings and is familiar witl the logic behird
the decision. In all cases invelved in this study where the
FDO was also a menber of the ZEB, the FDO accepted the
recommendations of the PEB and never modified the recom-
mended score.

In cases where the FDO did not sit in as a amember of
the PEZB, cases of both agreement with the PEB recommenda-
tions and disagreement were found. 1In one contract reviewed
where the FDO was not a member of the PEB, the FDO always
accepted the PEB's recommendations and never modified the
amount of the award fee. Those individuals associated with

this program insisted that the FDO's findings were not a
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"rubber stamp," that the findirgs were complete and exten-
sive covering all ccncerns and questions of the FDO. In
this case, the PEB Chairperson was also the Deputy Proyram
Manager. As indicated by the Business/Financial Manager,
the "Program Manager's concerns are also the Deputy Progranm
Manager's concerns., ¥We all have to live and work together."

In those <cases where the FDO did not sit in as a
member of the PEB and disagreed with the recommendations
provided, the FDO would freguently modify the amount of the
award fee. 1In no case observed did this modification result
in a lower award fee being awarded to the coantractor, ani
most modifications were modest (1 to 2 percent) increases.
The reascns given for these modifications were in all cases

"yalid reclamas" froa the contractor.

a. Potential for Abuse

It 1is interesting to note that the NAVMAT
guidance requires the PEB to report its 'recommendation

including formal written rationale for the score to the FDUF

[Ref. 17]. If the FDO does 1nct agree with the recommenda-
tions of the PEB and modifies the award fee, no guidarnce

available regquires the FDO to document the rationpale for

this decision. In one contract examined, the PEB recom-

mended the following ratings for the evaluation factors

indicated:
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Technical: Satisiactory

2. Schedule: Marginal

3. Desigm to Cost: Satisfactory

4. Cost Control: Marginal

5. Management: Marginal

These ratinys reflect the following definitions:

1. Satisfactory Ferformance: Represents 5 to 7%
percent of the potential award fee. The contractor
has demonstrated an overall level of performance
vhich meets the contract rejuireaments.

2. Marginal Performance: Represents 26 to 55 percent of
the potential award fee. The contractor has demon-
strated an overall level of performance which is
below the contract regquirements.

Hithout "apparent" justification, the FDO (who
was also the Project Manager) modified the PEB recomnended

grades tc the following:

1.
2.
3.
4.

J e

Technical: Satisfactory
Schedule: Satisfactory
Design to Cost: Good

Cost Control: <Satisfactcry

Management: Satisfactory

A "Good" grade represented 76 tc 85 percent of the rotential

award fee and the contractor demonstrated an overall level
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of performance which is slightly higher than contract
requirenents.

While there may be sufficient justification for
the modifications, this information was not available either
in the contract file or from those in the Program 0Office,
The FDO has retired and was not available for guestioning.
Nevertheless, four of five grades were 1increased without

apparent documentaticn.

D. DATA/TREND ANALYSIS OF AWARL FEES

Data from eighteen CPAF <ccntracts, representiang four
different Project Offices, were obtained for review and
analysis. These eighteen contracts had 117 individual eval-
uation periods. The approximate total cost estimate for
these eighteen contracts exceeded approximately 32.271
billion. As a condition of making the data available, the
researcher agreed to sanitize the data so that it would not
be possible to identify any particular data set to the asso-
ciated contract or Program Office. These data, tabulated in
raw form, are presented in 3Appendix E.

The data were examined in three ways; by individual
contract, by Program Office, ard finally, by combining all
data from every contract into a single data set. Each of

these three combinations will be discussed in the following

sections.




1. Data From Individual Contracts

The evaluaticn period for each of the eighteen
contracts was three months in duration. Statistical data
vere extracted from the raw data found in Appendix E for
each contract and are presented in Table 4 These data
included the wminimum score awarded as a percentage of the
amount of funds available in the award fee pool, the maximum
score awarded as a percentage of the amount of funds avail-
able in the award fee pool, the statistical mean, the stan-
dard deviation, and the median of the amcunt of the award
fee earned by the contractor. In addition, a correlation
was derived between the "age" of the contract and the award
fee earmned. As the contractor's performance progressed and

gained experience, was the contractor's behavior modified in

response to the evaluation criteria and feedback provided by ;ﬁi
the FDO? If this was the case, one would expect it to be Eij
reflected by a strong positive correlation. On the cther :é%
hand, if the contractor's periormance Jid not improve, this f}?;
may Le reflected by a lower award fee as the contract -

progresses and would represent a negative correlation. The
statistical data presented in Table 4 have been tabulated by
contract corresponding to the same contract number found in

Appendix E.

132




(P i > —— — v - g — T — - — - w e e = = —— o aae =

S9L” -
6LE "
296"
088" -
s1Le”
oG ° -
Li6"
L66 "
866 °
39 " -
L96 "
151
Lnt -
B6Z " -
oLe”
66€ "~
85L "
6GL"

*g302

SGL” neL” SEL® tEhg” 9g9”
0z8”~ 3tE0° 828" 598° LeL”
co06° hS0 " 6LE" 186" LL8”
69L° LGO " LeL” £G8* 99.L"
£sg” nho” A LLa” hgL”
sog” Sso” 508" LLg*® oheL”
ane” 6E0 " 9gs6 " oLe” £68°
ZoL” ZL0- goL” thg” GoL~
wLe” oLO" 60L" LeLs 9t 9°
heER”® L8o" LBE” hEnw® heZ*
LES” hel - eLe” Lhie” 629"
L9g" LZL” 989° 068" SLh”
s68° nLo- 568 ° DL6" 088"
006° 9L0" 668" 06" 0L8"
T4 £€Lo” 596" 086 ° 066"
oLe*" 6cC0 Loe” g0se” 048-*
ggg- ZLO" Leg8” 000"t gaL”
whe" SEO” LEG" 066° 668"
J39005 NOILV¥IAZQ Jd03s 18008 8005
NYIQdH JYYANV LS NYIH HONIXYR KNRINIH

s310vIjUC) TenpTATIpUI I0F ®}ed T2OTISTIRIS

b ATdYL

=Moo ,m

YIdHNON
LIOYELNOD

i

by ot e e T T —— v N TR R g S RS cmme S T fmrp e SRy amm xmd T cmap rwy v Swme

133




K3

BNEE

As can be seen from Takhle 4, generalized statements
cannot be arrived at concerning individuwal CPAF contracts.
The minimum scores range from 29.4 percent to a high of 95
percent, while +the maximum sccres run <from a low of 43.4
percent tc a perfect score of 100 percent. It is not
intended to select a particular contract for comment;
however it should be noted that a score of 100 percent
implies that +the contractor did everything right! While
certainly not impossible, a score of 100 percent raises
gueétions about the gquality of the evaluation c¢riteria aad
almost mandates a <c¢lose examination of the c¢riteria. The
evaluaticn criteria which result in a pexfect score implies
that only the contractor's strengths vwere targeted irn the
evaluaticn criteria, ard pernaps other areas of potential
weaknesses shoald be examined for evaluation criteria in
subsequent CPAF contracts with the contractor in order to
rrovide rroper motivation. In the particular case where a
contractor earned a fperfect sccre, this 100 percent grade
did afppear toward the end of ccentract performance. Figuce
5.1 shows that as the contractor gained experience and
continﬁed to be motivated to achieve higher scores, the
scores did ian fact increase over time, <culminating in a
perfect score at the end of contract performance. This is

one example of how the "carrot and stick" approach to moti-

vating behavior is utilized.
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Figqure 5.1 Progression cof Award Fees.

The mpean scores ranged from a low of 33.7 percent to
a high of 96.5 percent, while the standard deviations ranged
from a low of 1.3 percent to a high of 12.4 percent. The
correlations ranged from a strong positive correlation of
99.8 percent to a strong negative correlation of -88.0
percent. Figure 5.2 shows graphically a positive corr=la-

tion between time and the amount of award fee earned. As
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Figure 5.2 Award Fee Data With Positive Correlation.

the contractor progresses through performance, gains experi-
ence, and remains motivated to improve, this is reflected in
higher award fees. On the otber hand, Figure 5.3 demon-
strates a situation with a riegative correlatiorn between time
and the amount of award fee earned. As the contractor
progresses through time and does not remain wotivated,

resulting in dGeteciocrating performauce, lower award <fees

over time are appropriate.
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2. DProgram Office Data

Data for the eighteen 1individual contracts found in
hppendix E were coabinad into thelr respective four Prograwn
Offices. Statistical data were then extracted oy the

researcaer by Prograx Office and follows Tabie 4 format.

Table 5 presenﬁs thesc data.




Program Office number four is repre: ~ted by ten
contracts, 2rogram Qffice number one by six contracts, and
Program Offices two and three by only one contract eaca. It
is interesting to examine +the histograms £from Progran
Offices one and four. These histograms are preseated in
Figures 5.4 and 5.5 and represent the amount of award fee
earned expressed as a percentage of the amount of fee avail-
able in the pool. Histograms from Program Offices twc and

three are not provided because of the relatively saall

MIDDLE OF NUMEER OF

1 L]
] !
i I
i |
i INTERVAL OBSIRVATIONS i
1 i
| 0.74 0 |
i 0.76 2 *% |
i 0,78 0 i
| 9.80 2 *¥ |
] 0.82 3 Aok |
1 0.84 2 *% !
| 0.86 7 F ok ok & K ]
| 0.83 7 okeok ok ok ok |
i 0.90 10 e e ke ok o bk Aok i
! 0.92 14 Aok ook & ok KRk Kok i
| 0.94 6 X 2 3 i
i 0.96 8 Ik ke ok & Fk ]
| 0.98 6 ok de Ak K ]
| 1.00 1 * i
| l
| |
| 8 J

Figure 5.4 Program Office Number One Histogranm.
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Figure 5.5 Program O0ffice Number Four Histogram.

number of total evaluation periods available 1in the two
contracts involved; no significant treands are evidert. The
reader may obtain this information, if so desired, by
reviewing Tables 13 and 14 in Appendix E. In examining
Table 5, the researcher could detect no significant data or
trendés. Data in Program Office's two and three must be
discounted because they represent single contracts rather
than combined contracts as in Frograa Offices one and four.
When exapining the contract data in Program Offices one and
four, there is no significant correlation between the Mage™
of the contract and the amount of award fee earned by the

contractor.
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It canneot ke concluded from these two Program Offices that
as the contractorfs performance progresses, there is a posi-
tive motivational impact on the coatractor which would be
reflected in higher award fees earned (with a strong posi-
tive correlation between time and award fee earmned). One
possible conclusion is that there is little or no positive
correlation between time and the amount of award fee earned
for any single contractor within individual Program Offices;
indeed, Program Office four shows a negative correlation.

An examination of Figures 5.4 and 5.5 show that the
two Program Offices tend to skew the amount of award fee
earned, expressed as a percentage of award fee available in
the pool, to the high side of the scale, i.e., 80 percent
and above. This is particularly evident in Figure 5.5 and,
as will be seen 1later, this is also true throughout all

Program Cffices.

3. Combined Contract pData

Data found in Appendix EF were cgowbined into ane
single data set from which statistical data could be
extracted. These data are presented in Table 6 The histo-
gram for this data set is presented in Figure 5.6 and repre-

sents the amount of award fee earned expressed as a

percentage of the amount of fee available in the pool.




TABLE 6

Statistical Data From A1l Contracts Combined

Minimum Maximum Mean Standard Median
Score Score Score Teviation Score Correl.
-294 1.000 .839 <127 <877 . 2047

[ o e — oo G B Wt gt e B s et e Wt et e )
L e e e e e e e — - — — . — e o)

As can be seen from Table 6, there exists a slight
correlation (24.7 percent) between the "age" of the contract
and amount of award fee e¢arned. The general tendency
appears to be to increase the amcunt of the award fee earned
as contractor performance progyresses. As Seen earlier, this
generalization cannot and should not be applied to indi-
vidual contiacts or individual Erouraw Oifices.

The histogram shown in Figure 5.6 shows a definite
skewing of the award fees to the higyh side (i.e., 80 percent
and above) for all contracts combined. I+ 1is lcogical to
assume that in most cases tanese high awvards are the direct
result of a skewing to the high side of recomm=2nded dgrades

to the FDC from the PEB ({assuming that the FDO does not
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Figure 5.6 Histogram for Combined Contract Data.

unilaterally increase the award fee with or without proper
Justification). There appears to be a general tendency to
awvard high grades.

The question then becomes "What is a high grade?"
Twelve of the eighteen contracts reviewed had a three
percent Lase fee and a twelve percent award fee. An

"average" grade has not been defined. However, if an

average grade were defined as Et0 percent, then an average
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3% PRase Fee + .50(12% Award Fee) = 9% (5.1)

total fee would be as shown in equation 5.1 If "average"
performance were to equate to an 80 percent award fee (as it
appears to be the case with award fees skewed to the high

side), then an average total fee would jump to 12.6 percent,

3% Base Fee + .80(12% Award Fee) = 12.6% (5.2)

equation 5.2 shows this. With a 90 percent "average" score,
the total fee earned would be 13.8 percent. Equation 5.3
demonstrates this.

This skewing of award fees to the high side «can

create problems for the Contracting Officer at a later date

3% Base Fee + .90(12% Award Fee) = 13.8% (5.3)

during subsequent contract negctiations. As a particular
project matures, the type of contract is moere than likely to
migrate from a cost-reimbursesent type of contract to a
fixed-price type of <coantract. As this occurs and the
contractor assumes a greater share of the risk, the

contractor should expect to be comnpensated for the greater

assumption of risk through higher profit (or fee). If the

contractor has bheen earning 12 to 14 percent on a CPAF
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contract, it may be dimpossible to get thg contractor to
agree on a profit rate of 10 or 11 percent on subseguent
fixed-price contracts. Although the researcher does not
propose that 10 to 11 percent =sihould be the standard profit
on a fixed-price type of contract, some interviewees indi-
cated that there does seem to be a "10 percent mertality™
when discussiny fixed-price profit rates. As shown in equa-
tion 5.1, an average grade of 50 percent would result in a 9
percent total fee, making it easier to transition to a fixed
price type of <contract with a profit rate of 10 to 11
percent.

Although weighted guidelines do not apply to CPAF
contracts, {Ref. 86] a brief examination of the weighted
guidelines was conducted to determine the impact on the fee
if weighted guidelines did apply. The percentage range for
iee objectives for a CPAF contract was selected by the
researcher as 1.5 to 3 percent, to reflect assumnpticn of
cost risk for a cost reimbursement type contract with a
"relatively” high degree of risk, and &4 to 6 percent for a
FPIF contract with multiple incentives. If all weighted
guideline elements, with +the exceptiea of contract cost
risk, are held constant, then th=2 difference in fee/profit
can be attributed +to only the assumption of cost risk.
Using a measurement Lkase of 3$100,000 for simplicity, the

CPAF contract fee would be between $1,500 and $3,000, and

5




the FPIF profit would be between $4,000 and $6,000. Notice
that in all cases, the CPAF fee would ke below the FPIF
profit obhjective. When the project then migrates from a
CPAF contract to a fixed-price type o©f contract, the
contractor would then realize an increase in profit/fee. In
reality, this is not the case when the CPAF fee is between
12 to 14 percent and the Goverrment attempts to negotiate a
profit objective of 10 to 11 percent on a fixed-price type
of contract.

it appears logical to ccnclude then that the general
tendency is to award grades which are too high. As shown in
Table 6, the mean (or average) award fee was mnearly 84
percent, with a median award fee earned of nearly 88

percent.

E. CONCLUSION

Proper administration of CEAF contracts 1s critical to
the success of the award fee concept. TFor CPAF contracts to
succeed, the concept of a post—performance subjective evalu-
aticn by the Government must have the support of the
contractor. For this to occur, the contractor must feel
that a fair and equitable evaluation is being conducted.
Because of this, the PEB wmust have representation from the

on-site office as a member of the Board.
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This idea of a fair and equitable evaluation is also a
two~edged sword. The evaluation must also be fair anéd equi-
table to the Government. As pointed out earlier, the poten-
tial exists for the FILO to abuse his authority. In the cne
instance cited earlier, the FDC appears tc have abused his
position by raising the recommended grades of the PEB
without documented Jjustification. The reverse 1is also
possible; the FDO ¢ould also lower the recommended grades.
In either case, controls over these possibilities are
needed. Such contrels should include the FDO justifying his

actions in writing and filing this documentation for future

reference.




A.

VI. CORCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

The following conclusions afpply to this research effort:

1.

Improvements tc +the awa:d fee determination process

are rneeded. Tbe process needs to be improved for two
reasons. First, as discussed in Chapter IV, section
B, CPAF contracts are being criticized as "give away"
programs, particularly when roll over provisions are
used which are considered "gifts to the contractor”
and allow the coantractor "muitiple bites at the
apple." The second reason the award fee determirpa-
tion process needs +to be improved 1is that CPAT
contracts do not have the full support oif those who
currently set policy. As discussed in Chapter II,
seciivn E, and in Chaplter IV, sectiou 3, Lhis lack of
sapport, or corfidence, 1is reflecied in increased
restrictions on the use of CPAF contracts.
Specifically, these increased restrictions include a
threshold of 325 millicn on the use of CPAT
contracts, and that use o0f carry forward provisions

for unearned awvward fees are expressiy prohilkited

without prior approval from Chief of Naval Material.
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The base fee is gererally too high. ds discussed in

Chapter IV, section A, the majority of Government
personnel interviewed indicated that the base fee
should be three percent. However, these individuals
Seem to have 1lost sight of the basics and could not
logically support a three percent base fee, other
than "it's authorized in the FAR™ or "it appears to
be the standard." As Dr. Meiners indicated, "the
tase fee, when originally conceived, was intended
only to cover the contractor's unallowable costs,
which historically have been two percent.m This
naturally assumes that there is a potential <for the
contractor to earn none of the fee available in the
award fee pocl. Dr. Meiners also indicated that
"there is no other type of contract where funds are
set aside specifically to cover unallowable
expenses." These expenses are normally covered by
the standard grofit or fee the contractor earns. The
use of a base fee should only be for those situaticns
where the Government and the contractor are so
concerned with and anticipate a large number of
uncertainties that the ccntractor will earn only the

base fee, .This would certainly be the exception

rather than the rule.




W

The current restrictions on the use of rell gver

(L)

provisiorns should be eaced. As discussed in Chapter

IV, section ™ circumstances pay exist which faver
use of roll over provisicns., Use of roll over provi-
sions should be an option to provide management flex-

itility to the Program Manager.

Performance ratings aid pecformance evaluation
criteria are too subijective. As seen in Chapter IV,

section C, the most copmonly used perforuwance rating
is the adjective-type standard rating system which
indexes a pexformance guality adjective and corre-
sponding explanztion to a percentage of the potential
awvard fee available during the evaluation period.
Similarly, evaluation criteria tends to be too broad
and not well-defined. Tuls leads to confusion and
exposes the award fee determination process to
criticism.

The following four criteria must firsti be examined in

determining the length of the evaluation period:

Proijected iength of the contract, contract

—_——nm=sa =

complexity, size of the contract, and administrative

requirements. As discussed in Chapter IV, section D,

there is no cookbook solution to determining the
length of the evaluation perxiod. 3uch a decision,

Lowever, should not be made if any of the ahove four
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clenents are not first considered in the decision-

naking process.

fee computatjon formulas have the potential cf

awarding the contractor for unsatisfactory perform-

ance and can be difficult to understaad. As seen in

| e e~

Chapter IV, section E, the criteria in selectiny a
formula are that it shculd be relatively easy to
understand, leaves little room for confusion, 1s not
subject to interpretaticn, and does not reward the
contractor f£or upsatisiactory performance.

A fair and objective evaluation of the contracior

requires that the Performance Evalmwation Board have

on—site field offjice rLepreseutation. AS seen in

Chapter V, section B, on-site representation reduces
needless criticism and yproblems fox the PEB. One
contract reviewed lacked on-site representation on
the FEB, and was the sulject of severe criticism for
not being well-balanced.

The potential exists for the Fee Determipation

gfficial to modify award fee recommendations without

apparent justification. As seen 1in Chapter V,

section C, in one countract examined the FDO unilater-
ally raised four of five recommended grades without
apparent justification. Although the excertion

rather than the rule, the FDO has the authority to
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10.

unilaterally adjust recormended grades from the PIB.
While tuere may be sufficient justification for the
medificatiouns, this ianformation was not available
either in the contract file or from those in the

Program Office.

_— s sS=mSoses

which can be exported to various commands is needed.

{c+

As discussed in Chapter II, section F, one cf the
disadvantages of CPAF contracts is the «complexity
inherent in administering the contract. A formalized
training program for CPAF contracts curreantly does
not exist.

Award fees provided under CPAF contracts have a

be too high. As discussed in Chapter V,
section D, the average award fee is nearly 84 percent
and the median award fee is nearly 88 percent. In a
contract with a three percent base fee and a twelve
percent award fee, the total fee earned by the
contractor (given a recommended award fee of 84
percent) 1is over thirteen percent. This <creates
serious problems when the program migrates from a

cost-reimbursement type c¢f contract to a fixed-price

type of contract.
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B. RECOBMENDATIONS

The following recommendaticns are appropriate for this

study:

1.

- s T e e s

strong evidence exists wnich supports the use of a

base fee between zero and three percent. This recom-

mendation would accomplish two things. First, it
would result in the total fee earned by the
contractor to pe lower. For example, if the award
fee pool were 12 percent with a bhase fee of three
percent, total fee earned by the contractor would be
12.6 percent with an award fee jrade of 80 percert.
However, if the base fee vwere zero, and the award fee
pool were 15 percent, total fee earned with an 80
percent award fee grade would be only 12 fpercent,
This would make it easier to transition from a cost-
reimbursement type of contract to a fixed-price type
of contract. Secondly, use of a zero base fee would
reduce criticism that award fee contracts are "give
away" programs, This <recommendation is significant
because it contradicts "traditional"” attitudes toward
use of base fees and requires that attitudes be
adjusted throughout the acquisition community. This

recommendation ma s be implemented through

-

153




promulgation of a policy statement or instruction at
the Systems Cormand level.

2. That the Chief of Naval Material ease the current

restrictions on use of roll over provisions for the

award fee pogl. This recomnendation would return
nanagerent flexibility te¢ theAProgram Maoager. This
recomnendation is significant because 1roll over
provisions have been, and will continue to be,
controversial. Inplementation would reguire a modi-
fication to current NAVMAT policy in NAVMAT

Instruction 4280.1A.

3. That performance ratings use only numerical descrip-

tors rather than numerics/adjective ratings. This

recommendation makes ‘the award fee determination
process less subjective, and thus more objective, by
creating relativity for the performance rating when
ccmpared against a perfect score of 100 percent.
This recommerdation 1is alsc controversial because
there are those who favor use of combined numeric and
adjective rating systenms. This recommendation may
also be implemented through promulgaticen of a policy
statement or instructicn at the Systems Conmand

level.

4. That gquidance be promulgated outlining the dJdesired

depth of detail for evaluation criteria. As the
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evaluation criteria becomes more detailed, the
subjectiveness inherent in the award <fee determina-
tion process is reduced, thereby eliminating some of
the criticism being levied against award fees. This
recommendation is.significant because the tendency is
to promulgate broad, ncn-speciiic guidance leaving
roon for interpretation and adjustments to individual
programs. In the researcher's opinion, evaluation
criteria 1is one area where detailed guidance is
appropriate, and may be promulgated through a policy
statement or instructicn at the Systems Coanmand

level.,

That "logistics supportability" be included as a

S ey o e o s e

fourth evaluation element. This reconmnendation would

increase the unumbher of evaluation elemeants most
ccenonly used to four. These elements would be
technical/management performance, schedule perform-
ance, cost «control, and logistics supportability.
This reconmendation is necessary to give loylistics
supportability proper recognition and support from
management, and can be Jimpiemented through a policy
statement or instructicn at the Systems Copmand
level. .

That gunidance be promulgated "highly recommending"

on-site representatior on the Performance Evaluation




Board. Although lack of on-site PEB representation
occurred in only one contract and may be an isolated
incident, tais recommendation c¢loses a significant
loop-hole in current gyuidance. This recommendation
would help prevent future "apparent lack of fair and
objective evaluations" and thus help eliminate a
source of award fee criticisnm. Implementation is
Fossible through a policy statement or instruction at
the Systems Ccmmand level.

That i1f the Fee Determination 0fficial shounld opt to

modify +the scores recommended by the Performance

Evaluation Board and/or the award fee, the reascns

and lJogic £or this actich should bes weil-documented

in writing and <cetained in the contract file for

future reference. The ¥DO should retain the flexi-

bility to disagree with the PEB and modify the award
fees. The responsibility to determine the award fee
is inherent Ain the position of the FDO. However,
this recommendation will help limit the potential for
abuse of this authority, even if all that it accom~
plishes is to make +he FDO thipnk twice prior to
taking such action. This recommendation is signifi-
cant Lecause action must be taken to eliminate the

potential for even TMaprarent abuses of the FDO's

authority." Inplementation is possible through a

Yy
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policy statement or irstruction at the Systens
Command level,

That a training prograa for CPAF contracts be devel-

ored which can be exported to commands using CEAF

contracts. Suci a programn should include contractor
motivation factors, evaluation criteria and methods,
responsibilities of those who monitor contractor
performance and provide input and testimony to the
PEB, as well as other factors unique to CPAF
contracts. This recommendation f£ills a void and true
need for those who use CPAF contracts in the field,
and is significant because no such program currently
exists. Ideally, implementation can be achieved
through the Chief of Naval Material providing funds
for an educatioconal institution to develop and export
such a program to the field.

That gquidance bhe promulgated which identifies grade

structures for "average" performaace. As seen
earlier, awaxd £ees preocvided undcr CPAF contracts
have a tendency to be tco high. FDOs must gain an

awareness of the impact high award fees have on the
future and make necessary adjustments. This recom-
mendation would result in lower fees earned by the

contractor who is Maverage" where Maverage" is

defined as 50 percent rather than the current 84




percent. This recommendation would also help reduce
the c¢riticism that CPAF contracts are "give away"
programs. The significarce of such a recommendation
is apparent. Defease ccntractors can be expected to
react negatively to such an action, However, if the
contractor is to be fairly compensated (fair for both
the Government and the ccntractor) for the assumption
of risk, the lowering cf CPAF total fees is appro-
priate. Without the prcmulgation of such guidance,
th~ skewing of award fees to the high side will prob-
ably continue and may it fact dgrow. This will
continue to make it difficult to migrate from a cost-
reimbursement type of contract to a fixed-price type
of contract. Implementation of this recommendation
is perhaps Dbest through a policy statement or

instruction issued by NAVMAT.

C. ANSEWERS TO RESEAERCH QUESTIOCNS

1.

What are the key characteristics of the award fee
determination process under CPAF contracts for #ajor
Weapen Systems acgquisiticen and how might this process

be improved?

Identification of the key characteristics of the

award fee determination. rrocess is really a two step
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process. The first ster involves an examinaticn of
pre-award activities and the development anrd struc-
turing of contract elements which influence the award
fee determination process. These elements and activ-
ities include the formulation of the base fee,_deter—
mining how the award fee 9501 is to be used,
formulatiny the evaluation criteria and performance
ratings, determining the length of the evaluation
period, and finally, development of an appropriate
formula to compute the fee. The second step involves
contract administration functions in terms oi evalu-
ating performance and fee determination procedures.
This step includes an examination of the PEB composi-
tion and proceedings as well as the role and
authority of the FDO. This process can be improved
through the implementation of the recommendations of
this study which include:

a) Use of a base fee of zero as a general rule;

k) Easing of the current restrictions on the use of

Wl

roll over provisions;

c) Perforuance ratings should uase only numerical
descriptors;

d) Use of more detailed evaluation criteria;

e) Include "logistics supportability" as an evalua-

tion element;
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f) Promulgating guidance "highly recormending”
on-site representaticn on the PEB;

g) That the TFLO be required +to document in writing
ary modifications to the recommerded award fee;

L) That a training program for CPAF contracts be
developed; and |

i) That guidance be promulgated which identifies

grade structures for "average" performance.

What are the basic concepts and assumrptions in the

axard fee determination grocess?

The basic concept is that the award fee determination
process is a upilateral subjective evaluaticon,
conducted by the Government following contractor
performance, which is nct subject to dispute by the
ccntractor. The basic assumption is that the evalua-
tion is fair and equitaile, both to the contractor

and tc the GCovernment

What are the key criteria used to evaluate contractor
performance and how have these criteria been

utilized?

Three criteria have been most often used. These are
technical /managerent gerformance, schedule perform~

ance, and cost control. Some contracts have broken
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out "management performance" as a separate element.

In addition, "design-to-cost" has been ased at times. =;1 n
A fourth element, logistics supportability, is recown- S
mended for consideration as one of the key evaluation ngx
criteria as this area grows in importance. The ;;‘

croblem with use of all criteria generally has been

that they are vague and not well-defined. More

detailed information in the «criteria can reduce scme | 25

th

0% the subjectivity in the process and add an element

+h

of objectivity, which is needed to reduce criticism.

4. What are the significant issues and problems in

contractor performance evaluation? S

In addition to vague and not well-defined evaluation

criteria, formal training for those directly respon-

RS IR ke 2 I I

sitle for providing input to the PEB and FDO does not

',
£

exist. The pctential exists for the FDO to abuse his R
authority and either increase or decrease the reccm-
mendations cf the PEB without apparent justification.
lack of on-site representation on the PEB is alse >
another peotential problen. Another 1issue involves
determination of the length of the performance evalu-

ation period. i ‘
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vhat guidelines are used by the FDC. in determining
the guality of contractor's performance and amount of

avard fee?

Formal guidelines provided by the Naval Material
Conmand leave paximum flexibility and use of profes-

sional judgement to the FDO [Ref. 95].

The FDO shall, based on the recommendation of the
PEB and any other pertinent information known,
determine the award fee for the period in .
question.

What input does the contractor have in the award fee

determination frocess?

Very little. The evaluation criteria is subject to
negotiation prior to formalization of the contract.
Once the process is in place, mnost PEBs allow the
contractor the opporturity to make a presentation, if
desired, to the PEB which is followed by gquestions
presented to the contractor resulting from toard

menbers review of Governzent and contractor inpuat.

What modifications should be made to improve the fee

determination process?
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The award fee determination process can be improved

throuyh inmplementation of the recommendations of this

study and particularly by:

a) Use of a base fee of 2ero as a general rulie;

b} Easing of the restrictions on the use of rgll over
provisions;

c) Use of only numerical descriptors for performance
ratings;

d) Use of more detailed evaluation criteria;

e) Including "leogistic supportability” as an evalaa-
tion element;

£) Premulgating guidance "highly recommending"

the

™n
viLs L0

h)
“

g) That the DO be required to document iun writing
any modificatiomns to the recommended award fee;

h) That a training program for CPAF contracts be
developed; and

i) That guidance be promulgated which identifies

grade structures for "average" performance.

How are funds utilized which remain in the award fee

pool after the award fee determination decisicn is

aade?

Two schools of thought exist, and both are currently

in use. The first is +that once the contractor is
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awarded funds fiom the pcol, any fuuds which reaain
in the pool should be lecst as far as the contractor

is concerned. These funds would then be recouped by

j=
D

the Government and used for other purposes. T
second school of thought is that a percentage of the
funds which remain in the pool be rolled forward into
subsequent evaluation feriods, thus giving the

contractor a "second bite at the apple".

The amount of the award fee is limited by the size of
the award £fee pool. Measuring the award fee as a
percentage of the award fee pool, what trends, if

any, are evident?

Generalized statements akout individual contracts are
not possible. As a ccntractor progresses through
contract performance and gains experience, a positive
correlation between evaluation period and award ifee
earned should zesult. This should occur because the
contractor WlearnsV how to respond to the
Governnent's feedback, ©nakes the appropriate adjust-
ments, and shows improved performance during subseg-
uent evaluaticns with a payoff of higher award fees
earned. This indeed occurred in several situaticns.
However, negative correlations also were evident.

Vhen examined in a coumkined data set, a definite
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skewing of award fees to the high side (i.e., 80
percent and above) occurred. The average award fee
was nearly 84 percent and +the median award iee vas
nearly 88 percent for the combined data set. Award
fees this higqh, when the contract hLhas a three percent
base fee and a twelve rpercent award fee provision,
results in a total fee earned of between twelve and
fourteen percent, making it difficult to migrate to a
fixed price type of <contract with a target rrofit

objective of ten or eleven'percent.

D. RECOMMENDATIONS FOR FUORTHER STUDY

1. That a cost~benefit anal

(3]

gis bhe c¢conducted to measure

the benefits and costs of administering CPAF

r
contracts. If the cost of administering a CPAF ;f
concract is in excess of any benefits which may if‘
accrue to the Government, a contract form other than if.
CPLF should be utilized. The problem then becoaes =
one of how to measure the bhenefits and costs of ;t 5;

adainistration.
2. Examine the development of a training program and

manval for CPATF contracts for both contract formula-

tion and administration,




3. Development ¢f a model tc be used in identifying the
5‘ appropriate weightings +to be applied to the evalua-
tion criteria during specific phases of the project.

How much weight, for example, should be applied to
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cost control and in what phases of the contract?
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APPENDIX A

INTERVIEW QUESTIONNAIRE

A. GENERAL

—-———

1. What is the purpose, as you perceive it, of a cost

plus award fee type contract? -
2. Do you think that costs are adegquately considered in
the evaluation of the award fee? -
F
3. Consider the proposal that it be mandatory feor cost .
D
controls to be at least 50% of the award fee evalua- =
tion c¢riteria. Vhat 1is your —reaction to such a Qﬁﬁ
proposal? n-
4. What do you think could most contribute to cost over- o
runs on a CPAF contract and what should be done about Cjﬁ
. =
it? S
5. What level should the kase fee be set at? (i.e., Ch, ;f
2%, 5%, etc.) What criteria saould be used in making s
P
this determination?

6. What criteria is used to determine the amount of the
award fee for the evaluation period? Zib

7. How long should +the award fee evaluation period be? o
What criteria should be psed in making this

determination?
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8. Rwhat do you see as the Kkey characteristics of the

award fee determination grocess? Eé‘
9. What do you see as the basic concepts and assumptions Eﬂ
in the award fee determination process? (Descriptive }'
response) : Ej' &
10. What do vou see as the major factors/characteristics ?
inherent in the process and how do they contribute to g?*“
the award fee? (Evaluative response) o
11. B®hat do you see as the key criteria to be us:i 1.
evaluate contractor performance and bhow havé Whose ;;~1
criteria bheen utilized? ;
12. VWhat are the significant dissues and probleas in :
contractor performance evaluation? C e
13. What input does the contractor have in the award fee 5«
determination proceés? What input should the i ‘
contractor have? i;-{i

14. ¥Wky do award fee provisions generate controversy in

the contract environment? -

15. How do you view the award fee determination process
and what are your likes and dislikes?
16. What criteria are available to evaluate contractor ;$

performance? .

’

17. How are funds which reszain in the award fee pool,

"% e f

,.
4'-4-‘
O

after the award fee determinaticn decision 1is made,

- L3
Pl
i
.
.

utilized? How should they be utilized?

~
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18. If you could do two or three things to modify and
inprove tue award fee determination process, what

would they be?

B. FEE DETERSINATICN OFFICIAL
1. What positions amnd grades comprise the Performance

Evaluation Board (PEB)? Do any members of the PEB
represent the cn-site office? If not, why not?

2. VWhat is your opinion of the guality of the input from
the PEB? How could the input be inproved?

3. How often do you disagree with the PEB input and
reconmendations?

4, Copsider the propcsal making it mandatory that the
PER Dbe compased of some representation from the
ou-site  of fice. ¥hat is gyour opinion of that
preposal? What kind of representation shouid this

be? What positions/backgrounds should the represen-

tatives have? {(QA, auditing, fimance, preoduction, !ﬁﬁ
engineers, etc.). ;“
S. What kind of influence does the contractor's input g
have on the fee determination? ?ﬁﬂ
C. POLICY
1. S
khat guidelines have been published to assist the -!T?

PEB/FDO in the award fee evaluation process?
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NCE EVALUATION REPORT

APPENDIX
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APPENDIX D

EVALUATION CRITERIA

The following evaluation c¢riteria considerations were
adapted, in part, from Naval Sea Systems Command Draft
Instruction 4700, "Surface Ship Availability Contracts," but
may be modified and utilized, where appropriate, with nearly
any type of CPAF contract for nmajor weapons systems

acquisition.
a. TechnicalisManagement rerformance

Major considerations in the techpnical and
management performance elements are:

1. The effectiveness of the managemert organization in
problem anticipation and avoidance, as well as iaple-
mentation of timely cerrective action in problem
areas vhich covld impact successful completion of the

contract should be evaluated. Consideration should
be given to the prevention of schedyle slippage or

cost escalaticn through the wuse of budgeting tech-

nigques, material selection, subcontractor utiliza-

tion, and manpower loading.
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The responsiveness of the purchasing organization in
obtaining and providing the parts, material and
equipment necessary to maintain schedules should be
evaluated. Factors such as the rnumber of Jjobs held
ur because of lack of raterial, <ost savings obtained
through the wuse of economic purchasiry techniques,
and the aveidance of expenditures on suca things as

premium transportation c¢osts should be considered.

The selection of cost effective materials, when
several approved options exist, should also be
considered.

The respousiveness of the enyineering organization in
issuing drawings, sketches, work item specifications,
technical instructions, and similar documents
required by the coantract administrators should bhe
evaluated. Use of simple solutions and economic work
nethods fcr jor accomplishment should be considered.
The number of jobs held up for lack of engineering
information and rapidity with which engineering prob-
lems are resclved should also be considered. The
degree of <rework cansed by 1inadequate contractor
technical dJdocumentations and solutions to rework

requirements should be considered.

S: bcontractor HManagenent: The ability of the
contractor to select, enhance competition, and
174




effectively manage subgcentractors, both material/
service veundoxrs and on site subcontractors, should be
evaluated. The schedule/cost impact of Jjobs held up
for vendor provided material, technical data and/or
delays caused by on site subcontractors shonld be
considered. Efforts made to keep subcontractor costs
to a minimum should also be considered.

Cofiguration Control: Effectiveness in oktaining
materials and performing repairs and alterations in
conformance with approved drawings and technical data
should be evaluated. Timely submission of goniigura-
tion control data to the Governaent should also be of
ceonsideration.

Data HManagement: The efifiectiveness of c¢cntractor
utilization of Government Furnished Information (GFI)
should be evaluated. The contractor should be evalu-
ated on his effectiveness in detecting consequential
technical errors in GrI prior to production, and on
the effectiveness in working with the Government to
resolve such problems tefore they have an adverse
cost impact. fhe contractor should be judged on his
ability to apply GFI to engineering of work, and use

of GFI in installation, test, and checkout of

ccupleted work.




10.

Quality Assurance: The effectiveness of the guality
assurance organization inp fulfilling the in-process,
as well as the at-completion, gquality reguirements of
the contract should ke assessed. Effectiveness in
identifying and cocrrecting quality deficiencies and
their causes in a timely manner should be considered.
The contractor's managerent approach to fulfiliing
the quality requirements of the contract, cleanliness
of 1interface work areas, and as-found testing
requirements should also be considered.

Effectiveness of the contractor's ability to control
costs and to avoid unnecessary cost increases should
be evalunated. Particular emphasis should be placed
on the contractor's abiiity to maintain the initial
budget and to make <cost effective decisions with
respect to technical requirements, schedule, and
quality control.
Change Orders; The timely submission of condition
reports by the contractor, cooperation in negotiation
of changes;, and willingness to provile information
needed by the Government for timely negotiations
should be considered.

Liadson with the Project Manager and ot her
Government reéresentatives should be evaluated. This
contractor

includes stakility of tkLe

176
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11.

12.

13.

organization, established management procedures, and
contractor attitudes.

The use of Facilities Capital Cost of Money for
produciivity enhancing capital investments should be
considered.

Contractor personnel management procedares should be
evaluated, including +the minimization of turnover,
training programs, and agprentice programs.

Integrated logistics sugport eiforts should te eval-
uated, including provisions of techrical documenta-
tion, repair parts ordering, technical manuals, and

trainiung.
b. Schedule Performance

Major considerations in structuring evaluation

criteria for schedule performance include:

1.

Effectiveness in establishing and maintaining a
timely and efficient scheduling system should be
evaluated. Particular emphasis should be placed on
establishment and timely updating of a scheduling
system that properly imtegrates contractor furnished
material, Government furnished material and produc-
tion labor, including subcontractor efforts, 1into a
rational and cost effective plan for completion of

the corntract.
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Effectiveness in aeeting preplanned milestoanes should
be evaluated. Particular consideration should be
given +to the rontractor’'s ability to maintain
adeguate progress in anticipatisn of completion of
rilestones.

Effectiveness in neasuriang sSchedule progress using
preplanued milesiones ard critical paths should be
evaluated. Coumunicatic.a with agpropriace Governament
representatives regarding appraisal oif pertormance
related to critxcal paths should be highlighted.
Fffectiveness in the vreccversy from ané the correction
0L causes leading +o0 alsssd events suonid be
ccasiderad.

Effectiveness in irtegrating Goverament work items
into contractor schedules should be evaluated.
Particrlar emphasis should be placed on the coordina-
tion with approprrate Gevernaent representatives of
milestones with joint responsibility.

Eflectiveness of manpowecr utilizatiosn to meet plan-
ping and production schedules should be evaluated.
Yhis shouild include items such as meihods and proce-
dures to reduce the amcuyats of prermium time used to
wirimize time lost on the Jjob and lietween jobs, and
tu pexform work wich a2 reascnable number of gualified

pegonnel. The contractor's effectiveness in
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controlliang fluctuations oi manpower regillrements, so
as to enhance stabilization of overhead rates, should

alsc be considered.
<. Coust Performance

Major considerztiocns in structuring evaluation

criteria for cost performance inciude:
1. Frffectiveness in meeting the cost performance plan
subritted in Lhe cost [performance report should he
evalaated. Results of cost avoidance practices

should also be considered.

(7]

2. Considerati

Q

n shoeld be giver to the timelyv and accu-
rate submission of the cost performance rerort and
cost status of funds reapcrt.

3. ©Eifectiveness in identifying early cost and schedule
probleus, including timely variance aralysis, as well
as effectiveness in dealing with identified problens,

siould be evaluated.

e
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PRESENTATION OF AWARD FEE DATA

Data from eighteen CPAFP contracts representing four
different Project Offices were chtained for review and anal-
ysis. The approximate total cost estimate for these
eighteen contracts exceeded $2.271 billion. These data were
provided to the researcher Lty evaluation period, and
included the amount cf funds available in the award fee pool
to be awarded during the evalvation period and the amount
actually awarded. From these daia the researcher calculated
the percentage of award fee earned. These data are
rresented in the folilowing tables. As a condition of making
the data available, the researcher agrecd to sanitize the
data so that it would not be possible to identify any
particular data set to the associated contract or Project
Office. For this reason, the data tables have been labeled

with generic titles.
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TABLE 7

Contract Number 1 Award Fee Data

| AWARD FEE  ATAKD FEE PERCENTAGE
FERIOD EOOL EARNED ERRNED
1 130, 335 112,038 .859
2 86,890 81,677 . 340
i 3 88,172 83, 764 IR
i 4 7,909 82,634 .936
: 5 88,259 83,846 .99
6 261,640 Z48, 556 . 350

o Bum Geee N G G M Sk N S aee MG gy S A S i S mme o)
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| o 1
{ |
& I !
o | TABLE 8 ]
i |
= | Contract Humber 2 Award Fee Data I
i 1 i
~ | |
@ﬁ | AVARD FEE AWARD FEE FPERCENTAGE |
- | PERIOD EOOQL EARNED EARNED i
] !
| 1 766,644 613,315 .80 1
. i 2 808,245 678,926 . 84 {
- | 3 1,040,021 884,018 . 85 !
0l ] [ 1,183,159 1,017,517 . 86 |
| 5 1,729,845 1,383,876 .80 |
; ] 6 2,192,713 1,798,025 .82 |
3 { 7 2,728,907 2,046,681 .75 |
f ! 8 3,445,840 2,963,423 .86 ]
x i g 2,658,280 2,286,121 .85 |
& i 10 2,244,326 1,840,347 .82 ]
o { 11 2,171,098 1,780,300 .82 | ]
i 12 2,242,872 1,973,728 .88 |
i 13 3,443,047 2,961,020 . 86 i
» | 14 1,902,860 " W27, 145 .75 |
v ] 15 2,150,540 %,971,486 .90 } i
& | 16 1,647,348 1,482,613 .90 | v
- i 17 1,969,844 1,871,352 .95 | e
= l 18 1,579,241 1,500,279 .95 i 4
i 19 896,459 851,636 .95 i o
- I 20 864,613 864,613 1. 00 | S
! 21 232,208 225,242 .97 ! iy
iﬁﬁ | 22 £39,401 528,612 .98 ] Ay
| '
. 3
: ! J _.'_-..:
[ ‘i




TABLE ¢

Contract Number 3 Award Pee Data

— 1

l i

] I

i i

{ i

| ]

i { .

] ] o

i AWARD FEE AWARD FEE PERCENTAGE { 5

] EERIOD EOOL EARNED EARNED i o

] ]

| 1 1,489,600 1,335,328 .93 i

| 2 1,550,400 1,426,368 .92 i

i 3 1,068,320 1,001,254 .52 i .

1 4 1,506,955 1,350,859 .90 | ?
i 5 1,575,201 1,433,433 .91 | -

i 6 1,845,457 1,679,460 .91 | o

] 7 2,057,383 1,872,219 .91 ] o

\ 8 2,310,171 2,125,357 .92 | 2

i 9 2,442,295 2,295,761 .54 i IR
i 10 2,306,236 2,121,737 .92 | P
| 11 2,002,590 1,782,305 .89 | R
I 12 1,683,578 1,481,548 .88 { o

| 13 1,725,049 1,483 .50z . 8% i -

! 14 1,651,687 1,387 ,4:7 . 84 i o

| 15 2,050,300 1,947,785 .95 i o

| { b

| | e
L |




TABLE 10

Contract Number 4 Award FPee Data

AWARD FEZE AWAKRD FEE PERCENTAGE
PERIOD PGOL EARNED EARNED

1 1,828,374 1,726,955 .95

2 1,495,457 1,420,684 .95

R 1,546,386 1,484,531 .96

4 1,469,993 1,425,893 37

5 1,953,897 1,914,741 .98

6 2,497,812 2,422,878 .97

7 2,613,734 2,361,459 .98

o e B Bt e W St Bt R Gt e e S Mite i S S o S B
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TABLE 11

AWARD FEE
ECOL

1,834,960
1,834,960
1,870,717
2,974,795
2,343,169
2,871,876
2,238,862
2,547,463
2,476,273
2,590,823

AWARD FEE
EARNED

1,688,163
3,669,814
1,683,645
1,605,072
2,108,852
2,613,407
2,014,975
2,292,716
2,357,648
2,357,648

Contract Number 5 Award Fee Data

PERCERTAGE
EARNED

-92
.91
.90
.37
- 90
.91
- 90
<90
.87
.91
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Contract Number 6 Awaxd Fee Data

PERIOD

WO~ R -

TABLE 12

ARKARD FEE
POCL

1,834,960
1,834,960
1,870,717
2,974,795
2,343,169
2,871,876
2,238,862
2,547,463
2,476,273
2,590,823

AWARD FEE
EARNED

1,688,163
1,669,814
1,683,645
1,805,072
2,108,852
2,613,407
2,014,975
2,292,716
2,357,648
%,357,648

PERCENTAGE
EARNED

.92
-91
.90
.87
.90
- 21
-90
90
.87
91

e e e S S o S B Gt o Sl ey B et e Bans s et O Mt WO S g o)
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TABLE 13

Contract Number 7 Award Fee Data

PERIQD

OO I8N Wk a

AWARD FEE
FOOL

1,240,627
1,426,753
1,749,991
3,037,297
2,573,994
2,761,805
3,672,910
3,006,110
4,693,145
5,342,630
2,672,641
1,955,420

606,591

AWARD FEE
EARNED

589,844

910,342
1,161,001
2,027,886
1,647,416
1,838,554
2,674,916
2,005,911
3,887,576
3,153,124
2,184,013
1,480,196

298,077

PERCENTAGE
EARNED

-475
.638
-663
-667
-640
.665
-.728
.667
.828
.890
817
. 157
431
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TABLE 14

Contract Number 8 Award Fee Data

o e e Meme e SR pms G M G et B B Sme m e e e
. p— - . A aete B WADR D o etin Bt e S e aew ™Y

AWARD FEE AWARD FER PERCENTAGE
EZRIOD POOL EARNED EARNED
1 2,737,110 1,721,005 «629
2 3,744,407 2,913,617 .778
i 3 3,360,408 2,793,339 .831
| 4 4,149,431 3,786,356 «313
E 5 2,986,236 2,812,661 . 941
i r .
[ {
| i
) | TABLE 15 i
| I i
i | Contract Number 9 Award Fee Data { )
| i o
] | -
] AWARD FEE AWARD FEE PERCENTAGE ] -
] PERIOD POOL EARWED EARNED 1 i
| | -
] 1 279,191 121,253 <434 | "
] 2 600,614 260,847 L4340 | r
| 3 1,095,021 321,938 <294 | e
i | -
| { Ry
L 2 -
" -
) :_ N
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TABLE 16

Contract Number 1¢ Award Fee Data

e o e e A e B s S Dae S Che e aan S ad

[T T T T T T

AWARD FEE ARARD FEE PERCENTAGE
PERIOD POOL EARNED ZRRYED
1 299,038 479,330 .636
2 1,112,506 794,647 -7T14
3 1,484,700 1,153,672 « 177
TABLE 17

AWMRD FE® AWARD IEE PERCENTAGE
PERIOD POOL EARNED EARNED
1 385,282 269,671 - 700
2 733,561 597,664 762
3 660,046 556,774 .843

Contract Numb«r 11 Award F2e Data
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i i
| |
i TABLE 18 i
i |
, I contract Number 12 Award Fee Data |
- | |
K i a
; } AWARD FEE AWARD FEE PERCENTAGE |
i PERIOD POOL EARNED EARNED i
i |
i 1 795,852 710,616 .893 i
i 2 546,669 516,985 946 ]
G { 3 575,170 557,915 .970 I
| |
] |
L |
g
i Iy |
B | |
X | |
; [ TABLE 19 i
| i
- | cfontract Number 13 Award Fee Data |
| |
9 ’ |
. i AWARD FEE AWARD FEE PERCENTAGE |
- ] PLRIOD POOL TARNED EARNED i
- i |
. | 1 529,278 461,213 .871 i
; i 2 572,643 423,756 740 i
. | 3 764,297 615,030 .805 |
. 1 |
i |
| I ]
..
b. .
[ \
I_-_'
!-;'-‘} 190
[
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| |
| TABLE 20 i
| i
i Contract Number 14 Award Fee Data {
{ {
] !
| AWARD FEE AWARD [FEE PERCENTAGE |
1 PERICD POOL EARNED EARNED |
{ !
| 1 875,436 737,905 .843 i
| 2 555,357 435,568 .784 |
| 3 374,843 762,342 .871 |
l i
| i
i A
r - L}
| {
I |
i TABLE 21 i
1 |
i Contract Number 15 Award Fee Dpata 1
| |
i {
| AWARD FEE AWARD ILE PERCENTAGE }
| PERIOD PoOOL EARNED EARNED |
| i
1 1 492_355 421,997 .557 |
J 2 537,297 412,966 .769 i
i 3 964,537 738,546 . 166 !
| |
] |
— ]

¥ -'.I-.-_.;.';-._~':-
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L 1
! ! |
; l |
. ) TABLE 22 i
: | |
: ] Contract Number 16 Award Fee Data |
.. i |
§ | 1
l AWARD FEE ANARD FEE PERCENTAGE )
i PERIOD POOL EARNED EARNED {
| {
| 1 748,427 656,370 .877 ]
| | 2 1,074,847 968,437 .900 i
F ] 3 1,486,457 1,458,851 . 981 |
| l
| l
L 1
v
. TABLE 23

Contract Nusber 17 Award Fee Data

. AWARZ FEE AWARD FEE PERCENTAGE .
- PERIOD POOL EARNED EARNED -
1 708,388 564,585 .797 R
> 2 997,977 817,685 .820 :
) 3 1,311,929 1,139,864 .869

o e e e A G M m S e SO s e e o

by e Mot mme S e T e A M S e b g - o o




o e e A S S e S s R et e

TABLE 24

Contract Number 18 Award Fee Data

ARARD FEE AWARD FEE PERCENTAGE
PERIOD POOL EARNED EARNED
306,351 258,254 .843

342,904 301,756 .830
1,216,539 712,527 .586
1,476,808 1,002,753 .680
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